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Dear Fellow Stockholder:

[ recently came across a quote that caught my attention.

“The rewards for those who persevere far exceed the pain

that must precede the victory.” Ted Engstrom

As we look back on the events of the past several years, we should be proud of the
proactive restructuring and rebuilding plans that were implemented to help our
company remain strong and viable. You've heard me say before that Vodavi is poised
for the future. [ believe this now more than ever. Looking at our financial and
operational performance in 2002, we achieved improved results over the prior year
and persevered despite the continued difficult U.S. economic, communications

industry and geopolitical environments.

FINANCIAL PERFORMANCE

In 2002, Vodavi made excellent progress by achieving a 9.3% increase in revenue
when overall industry sales were declining. In addition to growing revenue in 2002,

we reduced operating expenses while increasing our investment in research and
development. The value of this investment is coming to fruition as current sales for these
new products are above expected levels. Our strong cash flow from operations, together
with solid asset management, provided us the opportunity to improve our balance

sheet by eliminating our bank debt and to make an acquisition during the vear.

In the first quarter of 2002, we acquired DataSpeak Systems, Inc., a Tempe, Arizona-
based dealer of our products. Owning a dealership has enabled us to better understand
dealer needs and the challenges they face in conducting business. Other specific
advantages include the ability to accelerate new product field trials and to engage
Vodavi employees directly with end users to assist in
product development efforts.

OPERATIONAL PERFORMANCE:
EXPANDING OUR FAMILY OF PRODUCTS
Perhaps the most important advancements of 2002 are
just beginning to positively impact our financial results.
We are extremely proud to say that in 2002 we
introduced more new products than any year in our
company’s history. In these tight economic times when
there are limited dollars for investment in new product
development, Vodavi remained focused on market demands
and maximized its research and development dollars to
introduce important new products crucial to our future
revenue stream.




At the close of 2002, we launched a highly
anticipated product, the STARPLUS STS
telephone system, into the marketplace.
The STS is a feature-rich, extremely
affordable phone system that includes all
the primary communications functions 1 P L T
crucial for a productive small business B
environment including integrated digital
voice mail, Caller ID and T1 support.
The simplicity of the STS system makes
this a “no-hassle” product for our
distributors to stock and makes it easy for

dealers to install. The price point makes it

an attractive choice on the part of the business
customer. In fact, within the first two months of

its introduction, the STARPLUS STS distinguished
itself as the fastest selling new product release in the
company’s 20-year history. It is now our number one

selling product.

Working closely with our manufacturing and development partner,

LG Electronics, Inc. of Seoul, South Korea, Vodavi also entered the IP-PBX
marketplace with the introduction of its first LAN-based phone system,

the Telenium!P. This next generation system delivers the same quality, reliability
and functionality as Vodavi’s traditional key telephone systems; however, it
allows enterprises to now utilize their IP data network for processing their voice
communications applications. Our dealers are quick to highlight the huge benefits

this product is going to have with a growing number of their enterprise customers.

We revamped our high-end voice processing system with the introduction of the

LAN-based PathFinder 9.0. This new system release presents sophisticated users with

a redesigned, open platform that adds a host of new client- and server-side features

for improved voice, fax and e-mail desktop communications.




Finally, our infinite dealers fully embraced the new family of executive phones
introduced last year for the popular infinite digital phone systems. A complete design
upgrade was implemented along with added key enhancements like one-touch

functionality and complete CTI capability.

Vodavi now has the broadest product offering that we have ever had in the

marketplace — greatly enhancing our competitive position.

REMAINING FOCUSED TO INCREASE VALUE

Even with these significant strides, we must continue to persevere and focus our
financial and human resources on the quest to increase stockholder value. With the
extreme dedication of our Vodavi employees, the guidance and leadership of our
senior management and directors, the loyalty of our dealer network

and the satisfaction of business customers throughout the U.S., we will
continue to grow our competitive position in the marketplace with

value-added, innovative, and affordable communication solutions.

Our company has a list of top priorities and commitments for 2003, some of which we
have already completed successfully. New product development will be an area
where we continue to focus a significant amount of effort. In an industry where
technology is constantly changing, we have solid plans to bring to market relevant
feature enhancements for our business customers. Two notable areas where we are
placing our attention are the successful launch of Vodavi’s largest communications
system in its 20-year company history and VoIP Networking. We have introduced a
new XTS phone system that expands to 600 ports and creates the opportunity for our
dealers to extend their product offering to larger business customers in addition to the
existing small- to mid-size business market. VoIP Networking will enable businesses to
seamlessly network multiple XTS systems on a LAN/WAN for toll savings and
increased productivity. And, we are also committed to increasing market share. One
way is by adding new dealers in unrepresented or underrepresented markets. The other
is building on the relationships we have with our current dealer network. Meeting

these goals will lead us on our way to our long-term objective of value creation.

You will notice a new tagline on the cover of this annual report, “Take a Closer Look.”
With it, we encourage our customers as well as the investment community to take a

closer look at Vodavi. We believe you will like what you see.

Thank you for your continued confidence in Vodavi.

Gregory K. Roeper
President and Chief Executive Officer
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Statement Regarding Forward-Looking Statements

The statements contained in this report on Form 10-K that are not purely historical are forwarding-looking
statements within the meaning of applicable securities laws. Forward-looking statements include statements
regarding our "expectations, " "anticipation,” "intentions," "beliefs, " or "strategies" regarding the future. Forward-
looking statements also include statements regarding revenue, margins, expenses, and earnings analysis for fiscal
2003 and thereafter; technological developments; future products or product development; our product and
distribution channel development strategies; potential acquisitions or strategic alliances; the success of particular
product or marketing programs, and liquidity and anticipated cash needs and availability. All forward-looking
statements included in this report are based on information available to us as of the filing date of this report, and we
assume no obligation to update any such forward-looking statements. Our actual results could differ materially
from the forward-looking statements. Among the factors that could cause results to differ materially are the factors
discussed in Item 1, "Special Considerations."
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PART I
ITEM 1. BUSINESS

Introduction

We design, develop, market, and support a broad range of business telecommunications solutions,
including traditional and IP telephony products, voice processing products, as well as computer telephony products
that address a wide variety of business applications. Our telecommunications solutions incorporate sophisticated
features such as automatic call distribution, scalable networking, Internet Protocol, or IP, as well as wireless
solutions. Our voice processing products include Internet messaging, automated attendant, and voice and fax mail.
Our computer-telephony products enable users to integrate the functionality of their telephone systems with their
computer systems. We market our products primarily in the United States as well as in foreign countries through a
distribution model consisting primarily of wholesale distributors and direct dealers.

Our goal is to develop, deliver, and support high-quality telecommunications products and services that
meet the demands of the markets we serve. Key elements of our strategy to achieve that goal include the following:

s expand our core business of supplying telephone systems, voice processing systems, and computer-
telephony integration (CTT) products;
¢ emphasize sales of larger and more advanced systems through our dealers;

o focus on the integration of existing and newly developed products to provide complete, industry
standard-based business communications products to our customers;

» focus on IP telephony product developments allowing Voice over IP (VolP) connectivity for our
legacy products and our next generation IP LAN telephony system;

¢ expand our strategic relationship with LG Electronics Inc., or LGE, which is a member of the multi-
billion dollar, Korean-based LG Group; and

» enhance our existing products and expand our product lines by expanding our technological expertise
and distribution channels through

- business acquisitions, license arrangements, and other strategic relationships, and
-~ internal research and development efforts.

Our corporate offices are located at 4717 East Hilton Avenue, Suite 400, Phoenix, Arizona, and our
telephone number is (480) 443-6000. Our website is located at www.vodavi.com. Through our website, we make
available free of charge our annual report on Form 10-K, our proxy statement, our quarterly reports on Form 10-Q,
our current reports on Form 8-K, amendments to reports filed under the Securities Exchange Act, and earnings press

releases. All references to our business operations in this report include the operations of Vodavi Technology, Inc.
and our subsidiaries.

Industry Overview

Virtually every business relies upon its communications system as an essential tool to speed and enhance
the effectiveness of communications among employees, customers, and vendors; to contact decision makers
regardless of their location; to increase employee productivity; to provide better customer service; and to reduce
operating costs. Many factors have influenced the telecommunications industry, including the following:

s successive technological developments that have resulted in enhanced features and services;

e advances in telephone and computer hardware and software;

e emphasis on the use of communications systems to provide cost-effective customer service;

o development of the Internet as an alternative to traditional telephone networks; and



¢ regulatory changes.

These factors have resulted in continual development of full-featured business communications systems designed for
use by small- and medium-sized businesses that can be offered at affordable prices.

Accelerated technological advances in recent years have enabled telecommunications system providers to
develop sophisticated systems that offer a wide variety of applications in addition to traditional call switching
functions. Businesses of all sizes now demand affordable telecommunications systems that provide the capacity for

e voice processing systems, which automate call answering, provide voice mail and automated call
distribution functions, and provide the capacity to manage facsimile messages; and

* computer-telephony integration, which greatly enhances efficiency and productivity by integrating
businesses' voice and data networks.

Automatic call distribution, IP telephony, wireless offerings, and other innovations represent significant
opportunities for sales of new product lines and applications to increase further employee mobility and efficiency.
We also believe that international sales of voice processing products will increase in the future as demand for
features such as voice mail and unified messaging increases.

Our Products
We currently design, develop, market, and support a broad range of

¢ telephony products, which include digital and IP-based key telephone systems and commercial grade
telephones;

¢ voice processing products, including automated attendant, automatic call distribution, voice mail and
fax mail, and unified messaging systems; and

. computer—telephony products, including Windows-based application products (such as PC telephones
and attendant consoles), local area network (known as LAN) to PBX connection packages, IP
gateways, and Internet messaging systems.

Telephony Products
Key Telephone Systems

Sales of key telephone systems represented approximately 74% of our revenue during 2002, 74% of our
revenue during 2001, and 71% during 2000. A key telephone system consists primarily of a sophisticated switching
unit located at the user's place of business, along with the individual telephone sets and other devices, such as
facsimile machines or modems, located at individual "stations." We supply various models of key telephone sets,
several of which are CTI compatible, with progressive features for use in conjunction with each of our key telephone
systems.

We currently market various lines of key telephone systems, under our STARPLUS, Triad, and infinite
brand names, for businesses requiring as few as three incoming lines and eight stations up to 144 lines and 250
stations (a 384-port system). We sell the STARPLUS line to large wholesale distributors for resale to telephone
sales and installation companies known as "dealers" or "interconnects." We also sell our Triad line to large
wholesale distributors for resale only to authorized dealers. We sell our infinite line directly to authorized dealers.

We market both digital and IP-based key telephone systems and related products. Our digital telephone
systems employ a digital architecture in order to provide digital voice transmission and system control, while our IP-
based telephone systems utilize an IP data network for voice transmission. Most of our telephone systems feature
flexible software combined with modular hardware and card slot design, which allow cost-effective system
customization and expansion to meet the needs of individual users. Qur digital telephone systems are fully
compatible with industry-standard commercial grade telephones and contain an extensive array of standard features
that add sophistication generally found only in larger telephone systems. We design our key telephone systems to



permit expansion or customization for specific business applications by the installation of a variety of voice
processing or computer-telephony integration products.

Our digital systems enable customers to upgrade their telephone systems as their businesses grow and as
technology advances by adding or replacing components in stages without replacing their entire systems. As a
result, it is generally more economical for the end users to expand their STARPLUS, Triad, or infinite systems than
to switch to a competitor's system. We believe that the economy and flexibility we provide our customers through
this migration strategy provides us with a competitive advantage.

Commercial Grade Telephones

We market several models of commercial grade telephones through wholesale distributors for use with
analog or digital key systems, PBX systems, or telephone company central office, or Centrex, switching systems.
Businesses, the hospitality industry, and school districts represent the principal purchasers of our commercial grade
telephones. All of our commercial grade telephones meet industry standards for commercial telephone units and
may be used with telephone systems sold by us or by competing manufacturers.

Our commercial grade telephones offer a myriad of features, functions, and designs ranging from simple,
traditionally styled desk and wall-mounted telephones to programmable telephones with contemporary styling. Our
more advanced commercial grade telephones contain a central processing unit, built-in memory, built-in data jacks,
built-in speakerphones, built-in Caller ID, and the capability to use custom calling features provided by local
telephone companies. Sales of commercial grade telephones represented approximately 7.5% of our revenue during
2002, 7% of our revenue during 2001, and 8% during 2000.

Voice Processing Products

Voice processing includes functions designed to improve customer service and reduce labor costs while
providing faster, more efficient routing of incoming calls as well as speeding up and simplifying message delivery
and storage. We design our voice processing products to integrate with the telephone systems we sell as well as
those sold by competing manufacturers. We also cultivate the expansion of our existing base of telephone systems
by offering digitally integrated voice processing systems for our Triad and infinite product lines to differentiate them
from our competitors' products and to provide a value-added basis for increased sales and profit margins. Sales of
voice processing products accounted for approximately 18.5% of our revenue during 2002, 19% during 2001, and
21% during 2000.

Voice Mail Systems

Voice mail enables callers to leave detailed messages and permits recipients to retrieve messages when they
return to their offices or by dialing into the system from remote telephones. Each voice mailbox can be customized
to the individual user's needs. Voice messages can be stored, replayed, saved, or erased as desired by the user. The
menu routing functions included in some of our voice mail systems enable business users to program the systems to
create custom, multi-level menus that permit callers to automatically access organizational departments or product,
service, or event information by dialing menu choices.

In addition to our larger voice processing systems, we market a line of self-contained, competitively priced
voice processing systems designed for small- to medium-sized organizations. These systems, which work in
conjunction with key telephone systems sold by us as well as other manufacturers, can be expanded from two ports
up to eight ports, feature a full range of automated attendant and voice mail functions, and include a serial port for
administration via the user's personal computer.

Advanced Messaging Platform

Our Microsoft® Windows NT-based messaging systems, which provide virtually unlimited port capacities,
combine voice mail functions with facsimile messaging capabilities (known as fax mail) as well as the ability to
share messages with other voice messaging systems over the Internet. Fax mail provides the ability to receive, store,
retrieve, and forward facsimile messages in the same manner that voice mail handles voice messages. Our fax mail



system digitizes and stores facsimile messages and notifies the user that messages have been received. The user can
retrieve and print the facsimiles from his or her office or remote locations (such as a hotel room) and can also
instruct the system to forward facsimiles to other recipients. "Fax-on-demand" enables callers to access information
stored by a business, such as sales and marketing brochures, technical specifications, and pricing data, and request
the system to transmit the desired information to the caller's facsimile machine.

Our Windows NT-based system also uses Internet e-mail protocols to enable voice messages to be
transported over the Internet or other electronic fields for efficient, low-cost information exchange between remote
systems. In addition, our Windows NT-based Internet fax delivery systems connect the user's telephone and
computer to enable the user to transmit facsimile messages or documents to conventional facsimile machines via the
Internet. These systems provide ease of use and avoid problems associated with e-mail attachments, mismatched
data encryption téchniques, or private or switched network costs. Our Internet fax delivery systems provide spoken
prompts that guide the user through the transmission process and also transmit delivery confirmations to the user's
mailbox. As a result, a business with multiple offices can extend its voice messaging system so as to permit
employees in different locations to create, receive, answer, or forward voice and facsimile messages via the Internet
more quickly, efficiently, and economically than traditional long-distance telephone calls.

Our Windows NT-based system also uses Microsoft® Exchange technology to provide unified messaging.
Unified messaging enables users to access e-mail, voice mail, facsimiles, and paging messages in a single session at
a personal computer. The system displays a listing of all of the user's messages and enables the user to access and
control all of his or her messages with a click of the computer mouse.

Automatic Call Distribution

We market our automatic call distribution, or ACD, software systems and ACD reporting packages for use
with our digital key telephone systems. The automatic call distribution functions enable businesses that receive
customer calls to.manage incoming calls efficiently by directly routing them to the proper person or group. Our
ACD systems reduce the number of abandoned calls by reducing the number of calls placed on hold and by
minimizing the length of time that calls are kept on hold. When all group member telephones are busy, ACD plays a
custom "hold" message for the caller and connects the call to the first available person or sales agent. ACD saves
employee time Dy eliminating the necessity of continually answering and transferring calls to the same groups.
ACD enables agents with display telephones to see the number of calls waiting in queue as well as the length of the
longest waiting call in order to speed call handling at times of heavy calling activity. Our ACD reporting package
provides real-time statistics and comprehensive reports on calling activity for review by the user's management.

Computer-Telephony Integration Products

We design, develop, and market CTI products that use an open architecture to integrate computer and
telephone systems into a user-friendly information processing and storage system. We believe that developing more
value-added CTI applications for our telephone systems will enhance the appeal of our product lines and enable us
to sell more key telephone systems, full-featured telephones, and other software packages and add-on peripheral

products. We market CTI products that enable a user

» touse the Internet to access voice, facsimile, and e-mail messages via personal computers;

e to incorporate telephone functions with computer software to speed call handling and permit the user
to personalize telephone functions;

¢ to identify incoming callers and immediately access computer files relating to the caller; connect
Windows-based local area networks to the user's telephone system; and

e 1o access and analyze call accounting information quickly and inexpensively.

New Product Development

We engage in an ongoing program to develop enhancements to our existing product lines and to develop
new products that address the increasing demands of business organizations for low-cost productivity enhancing
communication tools. We believe that continuous development of new products and features will be necessary to




enable us to continue to offer telephony systems, voice processing products, computer-telephony products, and
related business communications products that will be in greatest demand and that will provide the best
opportunities for our growth and profitability on an ongoing basis. We have developed and introduced several new
or enhanced products and product lines, including the following:

o the XTS digital key system platform expandable from 12 to 384 ports;

e afull featured networking package to connect up to 16 customer locations;

o the STS digital key system;

e our new Pathfinder 9.0 voice processing system that provides enhanced client and server applications;

e a digital version of Pathfinder 9.0 allowing direct digital connection to our Infinite and Triad key
system products, which will transmit Caller ID information to the voice processing systems providing
potential for enhanced features;

e our IP telephony system, Telenium IP, providing LAN telephony from 64 stations expanding to 300
stations. We are also developing for LGE an IP equivalent of our Pathfinder that will provide IP
connectivity to our Telenium IP system; and

e anew line of digital key sets with expanded "soft key" capability.

We are currently focusing our new product development efforts on new products and enhancements that
will deliver greater features, sophistication, and value to our current product offerings. In addition, through new
developments, we are targeting markets that we do not currently serve. Examples of our current developments
include the following:

» an expanded version of the XTS switching platform from 384 ports to 600 ports, allowing us to market
larger customer applications;

o the continued IP enabling of our XTS switch with the introduction of our networking package that
operates using an IP infrastructure, allowing up to 32 XTS systems to operate as one seamless system
using the customer's LAN/WAN infrastructure;

¢ anew "In Skin" PC platform that will provide a voice processing application on the Starplus STS
system;

» anew "In Skin" PC platform that will provide software applications such as voice processing, ACD,
and CTI, eliminating the need for external computer platforms on the XTS System;

s awireless IP product that will offer complete in-building mobility to the XTS and Telenium telephone
systems; ‘

¢ new hardware and software enhancements to the Telenium IP telephone system that will add remote

worker, IP security, high speed interfaces, SIP protocol support, and transparent networking features to
the product; and

¢ aFeature Server platform that will host software applications and interface with the Telenium and XTS
systems via an IP interface, thereby reducing the requirement for specific voice cards.

We are expanding our strategic alliances with LGE and other third parties related to the development of
new products, product lines, or product features, including our new Telenium IP system. We will continue to seek
additional strategic alliances for new product development in the future.

Sales, Marketing, and Distribution

We currently market our products in all 50 states and, to a limited extent, internationally through a
distribution network consisting primarily of large wholesale distributors and telephone sales and installation
companies known as "direct dealers.” In March 2002, through our acquisition of Dataspeak Systems, Inc., we began
distributing our products and services directly to end-users in the Phoenix metropolitan area. We also had an in-
house sales force that made direct sales of Interactive Voice Response products to end-users. We discontinued our




Interactive Voice Response business in March 2001. We have in the past and may in the future market our products
on a private label basis to original equipment manufacturers, or OEMs. The following table sets forth, for the
periods indicated, the percentage of total revenue represented by the respective distribution channels.

Year Ended December 31,
Distribution Channel 2002 2001 2000
Wholesale Distributors 56% 55% 65%
Direct Dealers 41% 41% 30%
Direct Sales Office 3% - -
IVR Customers - 4% 5%
100% 100% 100%

The following diagram illustrates the current distribution channels for our product lines.

Wholesale Distributors
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Y infinite product is distributed direct to end users in the Phoenix metropolitan area through our direct sales office.

We design and market our STARPLUS and Triad brands of products for sale through wholesale
distributors. These distributors resell our products primarily to small local interconnect companies, dealers, and
independent telephone companies. The interconnects and independent telephone companies in turn resell our
products to end users, install the systems at the end users' businesses, and provide service and technical support
following the sale. We provide ongoing support and training to enable distributors and their dealers to sell our
products more effectively and to provide the interconnects and independent telephone companies with technical
assistance they may request with respect to installation, maintenance, and customer support.

We believe that sales through distributors offer several advantages, including the following:

e established distribution systems and access to a large number of dealer and national customer accounts;
+ maintenance of customer credit facilities and an established inventory of our products;
¢ availability of products in over 600 locations throughout the United States;

e security of receivables;




o reduced needs for direct training;
s effective promotion of our products at trade shows;

e geographically dispersed sales forces that can reach customers more effectively than we would
otherwise be able to do; and

o lower support and carrying costs compared with the costs associated with direct sales to a large number
of direct dealers.

Distributors that currently resell our products include Graybar Electric Co., Inc., Alltel Supply, Inc.,
Sprint/North Supply, Famous Telephone Supply, ADI, Target, and Power & Telephone Supply Company. Graybar
accounted for 27% of our revenue during 2002, 27% in 2001, and 32% in 2000. Our second largest distributor in
each of the respective years accounted for 12% of our revenue during 2002, 9% in 2001, and 12% during 2000.

Starplus Distributors and Dealers

We design and market our STARPLUS brand of products for sale through wholesale distributors. The
distributors resell our products primarily to small local interconnect companies and independent telephone
companies, which in turn resell our products to end users, install the systems at the end users' businesses, and
provide service and technical support following the sale. We provide ongoing support and training to enable
distributors to sell more effectively our products and to provide the interconnects and independent telephone
companies with technical assistance in installation, maintenance, and customer support. Qur STARPLUS line of
products consists of electronic key telephones and STARPLUS, STS, DHS, DHSE, and DHSL lines.

Triad Distributors and Dealers

We design and market our Triad line of digital telephone systems for sale through distributors to a limited
number of authorized Triad dealers. The Triad product line includes a full array of digital telephone systems
ranging from three lines and eight stations up to 384 ports, as well as voice messaging, ACD, CTI, and other
products. The authorized Triad dealers must commit to minimum purchases of Triad products and must be trained
and certified through our formal product and sales training program. Our goal is to encourage the Triad dealers to
promote the Triad line to their customers as the preferred line of digital telephone systems. We provide the
authorized Triad dealers with marketing, sales, and product support services. We had approximately 150 authorized
and active Triad dealers as of December 31, 2002.

infinite Direct Dealers

We developed our infinite line of telephone systems and related products for sales to a limited number of
authorized direct dealers. These direct dealers are medium and large interconnect companies that resell our products
directly to end-users. We believe that the principal advantages of this distribution channel include greater control
over the application and installation of our products and the ability to obtain market feedback on product pricing,
quality, and technology. Sales to direct dealers, however, generally involve greater credit risks, the necessity to
provide increased direct marketing and technical support, and additional costs associated with developing and
training the independent sales staff of the various direct dealers to enable them to solicit purchases of our products.

As of December 31, 2002, we had approximately 150 direct dealers that sell our infinite products. We
maintain a program to focus on selling to fewer, but larger and better-established, dealers. We secure arrangements
with large-volume, well-qualified dealers and have discontinued sales to dealers that have not provided a sufficient
level of sales or support for our infinite line. We strive to secure dealers that maintain large customer bases and
possess the resources needed to provide quality sales presentations and support to their customers.

In-house Sales Staff

We have an in-house sales support staff of eight employees who provide dealers and distributors with order
fulfillment, marketing, sales, and technical support. We believe that our commitment to support dealers that sell our
products on a pre-sale and post-sale basis provides us with a competitive advantage.



Vodavi Direct

We have a direct sales office of nine employees who sell our infinite line of products and provide pre- and
post- sales support services directly to end-users in the Phoenix metropolitan area. We acquired this operation
during March 2002 through our acquisition of Dataspeak Systems, Inc.

International Sales

To date, sales of our products in foreign countries have not represented a significant portion of our revenue.
We believe, however, that sales of our voice processing and other products in international markets may increase in
the future as demand for features such as voice mail, advanced messaging, and automatic call distribution increases,
as touchtone technologies and cellular telephone service become more available and other installed communications
infrastructures are improved, and as regulatory differences between countries are eliminated. All of our sales in
foreign countries are denominated in U.S. dollars.

Research and Development; Strategic Alliances with LGE and Other Companies

We believe that the continued development of software that distinguishes the functions and features of our
products from those of our competitors represents a critical factor in determining our ongoing success. QOur
engineering staff consists of highly trained and experienced software professionals who focus on providing and
supporting high-quality, user-friendly business communications systems and related products. The availability of
in-house software and systems development expertise at our facilities in Arizona and Georgia provides us with
product control, permits faster turnaround and reaction time to changing market conditions, and provides a solid
base of maintenance and support services to end users. We use product and market development groups that interact
with customers in order to anticipate and respond to customer needs through development of new product programs
and enhancement of existing product lines.

We conduct joint development activities with LGE for the design and development of hardware
incorporated into some of our existing or planned telephone systems and commercial grade telephone product lines.
Under our joint development projects with LGE, we provide market analysis, product management, functional and
performance standards, software development, quality control program development, sales and distribution, and
customer service and support, while LGE provides hardware research, design and development, development of
components such as integrated circuits and semiconductor chips, and manufacturing and production engineering.
Generally, LGE contributes the ongoing research and development costs for the product hardware in return for an
arrangement under which LGE produces the finished goods developed under the alliance. As a result of this
arrangement, we have been able to obtain access to LGE's research and development expertise and resources while
controlling our capital expenditures for much of our product development efforts. In addition, our arrangement with
LGE enables us to minimize the risks inherent in making significant investments in research and development
infrastructure or personnel. To the extent that we develop new hardware in conjunction with LGE or another
development partner, the development partner typically retains ownership rights to the new hardware and we retain
the right to sell products incorporating that hardware throughout North America and the Caribbean. See Item 1,
"Business - Manufacturing” and Item 1, "Special Considerations - We rely on LGE as a strategic partner.” We have
successfully engaged in such projects with LGE in the past and believe that we will continue to have access to
LGE's advanced hardware research and development capabilities as we develop new product lines.

We enhance our software development expertise through acquisitions of or licensing arrangements and
other strategic alliances with independent third-party developers. We have active strategic alliance relationships
with other companies that possess expertise in automatic call distribution, small digital key telephone systems,
computer telephony, and Internet telephony. We believe that our strategic alliances with other companies enable us
to develop products and bring them to market more quickly and at a lower cost than we would be able to achieve by
develaping the products internally. We intend to pursue additional opportunities to enter into strategic alliances with
other companies that possess established expertise in specific technologies in order to co-develop proprietary
products, or to acquire such companies in order to develop new products internally.




Manufacturing

We obtain our key telephone systems, some of our voice processing systems, and our full-featured
commercial grade telephones under manufacturing arrangements with various third-party manufacturers, including
LGE. We also purchase certain voice processing products from third parties on an OEM basis. Our agreements
with the third-party manufacturers generally require the manufacturers to produce our products according to our
technical specifications, to perform quality control functions or otherwise meet our quality standards for
manufacturing, and to test or inspect the products prior to shipment. Under the manufacturing agreements, the
manufacturers provide us with warranties that the products are free of defects in material and workmanship. The
agreements also require the manufacturers to repair or replace, at their expense, products that fail to conform to the
warranties within specified periods.

We obtained a majority of our key telephone systems and voice mail products from LGE, which owns the
rights to produce this equipment. We purchase products manufactured by LGE in Korea on a purchase order basis.
We purchased $15.9 million, $13.0 million, and $16.4 million of product from LGE in 2002, 2001, and 2000, which
represented 74%, 67%, and 61% of our total purchases, respectively. LGE currently owns approximately 20% of
our outstanding common stock. See Item 1, "Special Considerations - We rely on LGE as a strategic partner” and
"Special Considerations — Certain conflicts of interest may arise as a result of LGE's ownership interest in our
company.

We obtained all of our commercial grade telephones and replacement parts for such telephones from LG
Srithai, Ltd., or LGST, a joint venture between LGE and Srithai Group, a Thailand-based entity. Under an
agreement with our company, LGST granted us the right to distribute and sell throughout the United States and
Canada the products that LGST manufactures for us in Thailand. Our agreement with LGST prohibits us from
purchasing the products covered by the agreement from any other manufacturer during the term of the agreement.
The agreement renews automatically for successive one-year terms unless either party provides notice to the other of
its intent to cancel the agreement at least three months prior to the end of the then-current term. We make all
purchases pursuant to the agreement on a purchase order basis. We purchased $2.6 million, $2.4 million, and $4.2
million of product from LGST in 2002, 2001, and 2000, which represented 12%, 12%, and 15.7% of our total
purchases, respectively. See Item 1, "Special Considerations - We rely on LGE as a strategic partner” and "Special
Considerations - Certain conflicts of interest may arise as a result of LGE's ownership interest in our company.”

We also obtained some of our digital key telephone systems from Tecom Co., Ltd., a Republic of China
company. Under an agreement with our company, Tecom granted us the right to sell and distribute throughout all of
North and South America the products that Tecom manufactures for us. The term of the agreement with Tecom will
remain in effect until either party gives the other party at least 120 days advance notice of termination. We make all
purchases pursuant to the agreement on a purchase order basis.

We currently maintain a $5.0 million insurance policy to cover lost revenue in the event of significant
interruptions in purchases from our overseas manufacturers. See Item 1, "Special Considerations — We depend on
third parties for manufacturing" and Item 1, "Special Considerations — We face risks associated with international
manufacturing sources.”

Quality Control

We recognize that product quality and reliability are critical factors in distinguishing our products from
those of our competitors. We design our products to include components meeting specified quality standards in
order to assure reliable performance. We also require our third-party manufacturers to comply with specified quality
standards regarding materials and assembly methods used in manufacturing our products. In addition, we maintain a
rigorous quality assurance program designed to assure that the manufacture of our products conforms to specified
standards and to detect substandard products before shipment. We have an inspection program in which we
examine varying numbers of our products as they arrive at our warehouse in Arizona, depending upon the
manufacturer and the type of product.



Support Services

We provide limited warranties against defective materials and workmanship on each of the products that
we sell. We provide a complete support service for all of our products by maintaining a 24-hour toll-free telephone
number and e-mail support that the dealers’ or interconnects' service representatives can contact for trouble shooting
and diagnostic assistance. We also maintain a technical support page on our Web site that includes frequently asked
questions, technical tips, and product-related notifications. We maintain an operating set-up of each of our
telephone systems, key telephone units, and peripheral systems at our headquarters facility, supported by a staff of
technicians trained to handle service assistance calls. When a dealer or interconnect calls with a question relating to
performance malfunctions or an operational system question, our personnel attempt to replicate any problem the
user is encountering, diagnose the cause, and provide a solution via telephone. If our technicians cannot determine
the cause of the malfunction over the telephone, we dispatch a service representative to the user's place of business
in order to locate the source of the problem and take corrective measures.

We currently outsource the repair and refurbishment of our products. We believe that this arrangement
enables us to continue to provide fast turn-around time and consistent quality of repairs without the overhead and
other expenses associated with operating a repair facility.

Competition

Markets for communications products are extremely competitive. We currently compete principally on the
basis of the technical innovation and performance of our products, including their ease of installation and use,
reliability, cost, and the technical support both before and after sales to end users. Our competitors for the sale of
telephone systems and telephones include Avaya, Inc., Comdial Corporation, Inter-Tel, Inc., Iwatsu, NEC
Corporation, Nortel Networks Corporation, Panasonic Technologies, Inc., and Toshiba Information Systems.

Competitors in the market for voice processing systems include Applied Voice Technology and Key Voice
as well as PBX and key system telephone manufacturers that offer integrated voice processing systems of their own
design and under. various OEM agreements. Competitors in the market for [P telephony systems include 3Com
Corporation, AltiGen Communications, Inc., Artisoft, Inc., and Cisco Systems, Inc., in addition to other PBX and
key system manufacturers that offer IP enabled systems.

In the computer telephony market, we compete with many of the same companies indicated above. Some
of our product lines compete with products and services provided by the regional Bell operating companies, or
RBOCs, which offer key telephone systems and commercial grade telephones produced by several of the
competitors named above as well as Centrex systems that provide automatic call distribution facilities and features
through equipment located in the telephone company's central switching offices. Many competitors listed above are
larger than our company and therefore may have greater financial resources at their disposal.

Patents, Trademarks, and Licenses

We own various U.S. patents. We intend to continue to seek patents on our inventions used in our
products. The process of seeking patent protection can be expensive and can consume significant management
resources. We believe that our patents strengthen our negotiating position with respect to future disputes that may
arise regarding our technology. However, we believe that our continued success depends primarily on such factors
as the technological skills and innovative abilities of our personnel rather than on our patents. We cannot assure you
that patents will issue from our pending or future applications or that any patents that are issued will provide
meaningful protection or other commercial advantage.

We own a number of registered and unregistered trademarks that we consider to be an important factor in
marketing our products. Our ability to compete may be enhanced by our ability to protect our proprietary
information, including the issuance of patents, copyrights, and trademarks. We also have taken steps to protect our
proprietary information through a "trade secrets” program that includes copy protection of our software programs
and obtaining confidentiality agreements with our employees. We cannot assure you, however, that these efforts
will be effective in preventing misappropriation, reverse engineering, or independent development of our proprietary
information by our competitors. While none of our intellectual property rights have been invalidated or declared
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unenforceable, we cannot assure you that our rights will be upheld in the future. Accordingly, we believe that, due
to the rapid pace of technological change in the telecommunications industry, the technical and creative skills of our
engineers and other personnel will be extremely important in determining our future technological success.

We license from third parties the rights to the software included in certain of our products, including certain
CTland ACD products. These licenses generally give us a non-exclusive right to use and sell the licensed software
included in our products during the term of the applicable agreement. We pay the licensors fees based on the
number of units that we purchase from them.

The telecommunications industry is characterized by rapid technological development and frequent
introduction of new products and features. In order to remain competitive, we and other telecommunications
manufacturers continually find it necessary to develop products and features that provide functions similar to those
of other industry participants, often with incomplete knowledge of whether patent or copyright protection may have
been applied for or obtained by other parties. As a result, we receive notices from time to time alleging possible
infringement of patents and other intellectual property rights of others. To date, we have been able to successfuily
defend these claims or to negotiate settlements to these claims on terms we believe to be favorable. In the future,
however, the defense of such claims, fees paid in settlement of such claims, or costs associated with licensing rights
to use the intellectual property of others or to develop alternative technology may have a material adverse impact on
our operations.

Government Regulation

The U.S. government from time to time has imposed anti-dumping duties on some telephone products
manufactured in some of the countries where our products are manufactured. Most recently, duties on certain of our
products were phased out between 1997 and 2000. We cannot assure you that similar duties will not be imposed in
the future on telephone products, including our products, manufactured in these or other foreign countries. The
imposition of such additional duties on our products could have a material adverse effect our operating results.

Employees

As of March 24, 2003, we employed a total of 109 persons, all of which are full-time employees at our
facilities in Phoenix, Arizona, and Norcross, Georgia. Our current number of full-time employees includes 29
persons in engineering and product development; 49 in sales, marketing, and technical support; 15 in warehouse and
distribution functions; and 16 in administration, including executive personnel. We consider our relationship with
our employees to be good, and none of our employees currently are represented by a union.

Special Considerations

You should carefully consider the following factors, in addition to those discussed elsewhere in this report,
in evaluating our company and our business. Some of the statements and information contained in this report that
are not historical facts are forward-looking statements, as such term is defined in the securities laws. These include
statements concerning future, proposed, and anticipated activities of our company, certain trends with respect to
our revenue, operating results, capital resources, and liquidity; and certain trends with respect to the markets where
we compete or the telecommunications industry in general. Forward-looking statements, by their very nature,
include risks and uncertainties, many of which are beyond our control. Accordingly, actual results may differ,
perhaps materially, from those expressed in or implied by such forward-looking statements. Factors that could
cause actual results to differ materially include those discussed under this Item 1, "Special Considerations."

Our reliance on our independent distribution network affects our inventory levels, the timing and
predictability of our revenue, and our overall operating results.

We currently market our products through a distribution network consisting primarily of large wholesale
distributors and telephone sales and installation companies known as "direct dealers.”" Distributors generally
maintain inventories in amounts that they consider sufficient to fill anticipated orders. A decline in the volume of
sales made by distributors could result in their inventory levels exceeding their anticipated sales, which could delay
purchases of additional products from us until the distributors’ inventories reach re-ordering levels. Direct dealers
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generally stock inventories only in quantities they deem sufficient to fill anticipated short-term orders, including
orders related to support and maintenance. As a result, distributors and direct dealers may cancel orders and delay
or change volume levels on short notice to us. Because the sale of key telephone systems, voice processing
products, and related products typically involves a long sales cycle, we may not be able to accurately forecast our
own inventory levels. Our reliance on third-party distributors and dealers to sell our products could further
exaggerate any inventory shortages or excesses that we might experience, particularly if our distributors or dealers
are not able to give us adequate notice of anticipated changes in demand for our products.

Additionally, we offer our distributors price protection on their inventory of our products. If we reduce the
list price of our products, we will compensate our distributors for the respective products that remain in their
inventory on the date the price adjustment becomes effective. If we do not have sufficient cash resources to
compensate distributors on terms satisfactory to them or us, our price protection obligations may prevent us from
reacting quickly to competitive market conditions.

We depend upon independent distributors and direct dealers to sell our products to end users, to perform
installation services, and to perform service and support functions after the sale. Other telephone system
manufacturers compete intensely for the attention of the same distributors and direct dealers, most of which carry
products that compete directly with our products. We may not be able to maintain favorable relationships with the
distributors and direct dealers that currently carry our product lines in order to encourage them to promote and sell
our products instead of those of our competitors. In addition, we may not be able to develop such relationships with
additional distributors and dealers in the future.

Graybar accounted for 27% of our sales during 2002, 27% during 2001, and 32% during 2000. Accounts
receivable from Graybar comprised approximately 23% of total accounts receivable at December 31, 2002, Our
second largest customer in each of the respective years accounted for 12% of our sales during 2002, 9% during
2001, and 12% during 2000. Accounts receivable from our second largest customer comprised approximately 20%
of total accounts receivable at December 31, 2002.

We face risks associated with international manufacturing sources.

We currently obtain a substantial majority of our products under varjous manufacturing arrangements with
third-party manufacturers in South Korea, Thailand, and Taiwan. We believe that production of our product lines
overseas enables us to obtain these items on a cost basis that enhances our ability to market them profitably. Our
reliance on third-party manufacturers to provide personnel and facilities in these countries and the potential
imposition of quota limitations on imported goods from certain Far East countries expose us to certain economic and
political risks, including the following:

o political instability in Asia, and in particular on the Korean Peninsula;

¢ the business and financial condition of our third-party manufacturers;

o the possibility of expropriation, supply disruption, currency controls, and exchange fluctuations;
e changes in tax laws, tariffs, and freight rates; and

» strikes, work slow downs, or lockouts at any ports where our products arrive in the United States.

The countries in which most of our products are manufactured also have been subject to economic
problems in the past. Although the economic situation in Asia in recent years has not resulted in any adverse
changes in our ability to obtain products or the prices that we pay for our products, an extended period of financial
pressure on overseas markets or currency devaluations that result in a financial setback to our overseas
manufacturers could have an adverse impact on our operations.

Protectionist trade legislation in either the United States or foreign countries, such as a change in the

current tariff structures, export compliance laws, or other trade policies, could adversely affect our ability to
purchase our products from foreign suppliers or the price at which we can obtain those products.
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We depend on new products and technologies.

We operate in an industry that is characterized by fast-changing technology. As a result, we will be
required to expend substantial funds for and commit significant resources to the conduct of continuing product
development, including research and development activities and the engagement of additional engineering and other
technical personnel. Any failure on our part to anticipate or respond adequately to technological developments,
customer requirements, or new design and production techniques, or any significant delays in product development
or introduction, could have a material adverse effect on our operations.

Our future operating results will depend to a significant extent on our ability to identify, develop, and
market enhancements or improvements to existing product lines as well as to introduce new product lines that
compare favorably on the basis of time to market, cost, and performance with the product lines offered by our
competitors. The success of new product lines depends on various factors, including proper market segment
selection, utilization of advances in technology, innovative development of new product concepts, timely
completion and delivery of new product lines, efficient and cost-effective features, and market acceptance of our
products. Because of the complexity of the design and manufacturing processes required by our products, we may
experience delays from time to time in completing the design and manufacture of improvements to existing product
lines or the introduction of new product lines. In addition, customers or markets may not accept new product lines.
Our failure to design and implement enhancements to existing product lines or failure to introduce new products on
a timely and cost-effective basis would adversely affect our future operating results.

Complex software programs, such as those we develop or those developed by other software sources and
incorporated into our products, occasionally contain errors that are discovered only after the product has been
installed and used by many different customers in a variety of business operations. Although we conduct extensive
testing of the software programs included in our products, we may not successfully detect and eliminate all such
errors in our products prior to shipment. Significant programming errors in product software could require
substantial design modifications that may create delays in product introduction and shipment and that could result in
an adverse impact on our reputation as well as on our operating results.

The telecommunications industry is cyclical.

The telecommunications industry has experienced economic downturns at various times, characterized by
diminished product demand, accelerated erosion of average selling prices, and production overcapacity. We have
sought to reduce our exposure to industry downturns by targeting our product lines towards small- and medium-
sized businesses, which we believe will sustain continued growth in the near and long term, resulting in a steadily
increasing demand for enhanced and upgraded telephone systems and voice processing products. However, we may
experience substantial period-to-period fluctuations in future operating results because of general industry
conditions or events occurring in the general economy. In addition, the size and timing of sales of our new vaice
processing, [P systems, and computer-telephony products may vary from quarter to quarter to a greater extent in
future periods. The expanding importance of these new products could result in significant variations in our overall
operating results on a quarterly basis.

We must finance the maintenance and expansion of our business and the development of new products.

To remain competitive, we must continue to make significant investmenis in research and development,
equipment, and facilities. As a result of the increase in fixed costs and operating expenses related to these
expenditures, our failure to increase net sales sufficiently to offset the increased costs may adversely affect our
operating results. From time to time, we may seek additional equity or debt financing to provide for the
expenditures required to maintain or expand our business. We cannot predict the timing and amount of any such
capital requirements. Such financing may not be available or, if available, may not be available on terms
satisfactory to us. If such financing is not available on satisfactory terms, we may be unable to maintain or expand
our business or develop new products at the rate desired and our operating results may be adversely affected. Debt
financing increases expenses and must be repaid regardless of our operating results. Equity financing could result in
additional dilution to existing stockholders. See Item 7, "Management's Discussion and Analysis of Financial
Condition and Results of Operations - Liquidity and Capital Resources."
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We depend on third parties for manufacturing.

We depend upon third parties to manufacture our products. We do not own most of the equipment, tools,
and molds used in the manufacturing process, and we have only limited control over the manufacturing processes.
As a result, certain difficulties could have a material adverse effect on our business, including any difficulties
encountered by the third-party manufacturers that result in

¢ product defects;
e production delays;
e costoverruns; or

¢ the inability to fulfill orders on a timely basis.

Our operations would be adversely affected if we were to lose our relationship with any of our suppliers, if any of
our suppliers' operations were interrupted or terminated, or if overseas or air transportation services were disrupted
even for a relatively short period of time. We do not maintain an inventory of sufficient size to provide protection
for any significant period against an interruption of supply. particularly if we were required to locate and use
alternative sources of supply.

We rely on LGE as a strategic partner.

We rely on LGE to supply most of our key telephone systems and voice mail products, all of our
commercial grade telephones, as well as on LGE's engineering, hardware and circuit development, and
manufacturing capabilities. We purchased approximately $18.5 million, $15.4 million and $20.6 million of product
from LGE and LGST, constituting approximately 86%, 79%, and 77% of our total purchases in 2002, 2001, and
2000, respectively. We currently obtain products from LGE and LGST on a purchase order basis and cannot
provide assurance that we will be able to secure long-term manufacturing arrangements for the products we
currently obtain from LGE and LGST. LGE has no formal commitments to support our business or operations.

Markets for our products are intensely competitive, and we cannot assure you that we will be able to compete
successfully in the future.

We engage in an intensely competitive business that has been characterized by price erosion, rapid
technological change, and foreign competition. We compete with major domestic and international companies.
Many of our competitors have greater market recognition and substantially greater financial, technical, marketing,
distribution, and other resources than we possess. Emerging companies also may increase their participation in the
telephone systems and peripherals markets. Our ability to compete successfully depends on a number of factors
both within and outside our control, including the following:

¢ the quality, performance, reliability, features, ease of use, pricing, and diversity of our product lines;

o the performance of our distributors and dealers;

e the quality of our customer services;

» ‘our ability to address the needs of our customers;

e our success in designing and manufacturing new products, including those implementing new
technologies;

s the availability of adequate sources of raw materials, finished components, and other supplies at
acceptable prices;

¢ our suppliers’ efficiency of production;

e the rate at which end users upgrade or expand their existing telephone systems, applications, and
services;

¢ new product introductions by our competitors;
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* the number, nature, and success of our competitors in a given market; and
e general market and economic conditions.

We currently compete principally on the basis of the technical innovation and performance of our products,
including their ease of use and reliability, as well as price, timely delivery, and after-sale service and technical
support. We may not continue to be able to compete successfully in the future.

We face risks associated with patents, licenses, and intellectual property.

Our success depends in part upon our ability to protect our proprietary technology. We rely on a
combination of copyright, trademark, and trade secret laws, nondisclosure and other contractual agreements, and
technical measures to protect our proprietary technology. We have acquired certain patents and patent licenses, and

we intend to continue to seek patents on our inventions and manufacturing processes. We face risks associated with
our intellectual property, including the foliowing:

¢ the steps we have taken to protect our proprietary rights may be inadequate to protect misappropriation
of such rights;

e third parties may independently develop equivalent or superior technology;

» the process of seeking patent protection can be long and expensive, and patents may not issue from
future applications;

s existing patents or any new patents that are issued may not be of sufficient scope or strength to provide
us meaningful protection or any commercial advantage;

¢ we may be subject to or may initiate interference proceedings in the U.S. Patent and Trademark Office,
which can demand significant financial and management resources; and

e we may commence litigation to enforce patents or other intellectual property rights, or to defend us
against claimed infringement of the rights of others, which could result in substantial cost to us and
diversion of our management's attention.

As is typical in the telecommunications industry, we have received from time to time, and in the future may
receive, allegations of possible infringement of patents or other intellectual property rights of others. Based on
industry practice, we believe that in most cases we could obtain any necessary licenses or other rights on
commercially reasonable terms. In the event that a third party alleges that we are infringing its rights, we may not
be able to obtain licenses on commercially reasonable terms from the third party, if at all, or the third party may
commence litigation against us. The failure to obtain necessary licenses or other rights or the occurrence of
litigation arising out of such claims could materially and adversely affect us, our result of operations, or prospects.

Our third-party manufacturers may experience shortages of raw materials and supplies.

The principal raw materials and components used in producing our products consist of

» semiconductor components;

« unfinished printed circuit boards;
¢ molded plastic parts; and

e metals.

The third-party manufacturers of our products acquire these raw materials primarily from Asian sources, which
indirectly subjects us to certain risks, including supply interruptions and currency price fluctuations. Purchasers of
these materials, including our third-party manufacturers and us, from time to time experience difficulties in
obtaining these materials. The suppliers of these materials currently are adequately meeting our requirements. We
also believe that there are alternate suppliers for most of these materials.
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We depend on management and other key personnel.

Our development and operations to date have been, and our proposed operations will be, substantially
dependent upon the efforts and abilities of our senior management and technical personnel. We have employment
agreements with: William J. Hinz, our Chairman of the Board, Gregory K. Roeper, our President and Chief
Executive Officer, David A. Husband, our Vice-President - Finance and Chief Financial Officer, and Steven R.
Francis, our Vice President — Sales and Marketing. We maintain agreements with each of our officers and
employees that prohibit them from disclosing confidential information obtained while employed with us. The loss
of existing key personnel or the failure to recruit and retain necessary additional personnel would adversely affect
our business prospects. We cannot provide assurance that we will be able to retain our current personnel or that we
will be able to attract and retain necessary additional personnel. Our internal growth and the expansion of our
product lines will require additional expertise in such areas as software development, operational management, and
sales and marketing. Such growth and expansion activities will increase further the demand on our resources and
require the addition of new personnel and the development of additional expertise by existing personnel. Our failure
to attract and retain personnel with the requisite expertise or to develop internally such expertise could adversely
affect the prospects for our success.

Certain conflicts of interest may arise as a result of LGE's ownership interest in our company.

LGE currently owns approximately 20% of our outstanding common stock. We obtain most of our digital
telephone systems, IP-based products, and voice mail products from LGE and obtain all of our commercial grade
telephones and replacement parts for such telephones from LGST, an affiliate of LGE. See Item 1, "Business -
Manufacturing” and "Special Considerations -We rely on LGE as a strategic partner.” As a result of LGE's direct
ownership interest in us, an inherent conflict of interest exists in establishing the volume and terms and conditions of
our purchases from LGE and LGST. In order to mitigate such conflicts, all decisions with respect to such purchases
will be made by our officers and reviewed by our directors who have no relationship with LGE.

Our stock price may be volatile.

The trading price of our common stock in the public securities market could be subject to a variety of
factors, including the following:

e wide fluctuations in response to quarterly variations in our operating results or the operating results of
our competitors;

e actual or anticipated anncuncements of technological innovations or new product developments by us
or our competitors;

» significant actual or anticipated expenditures for property or equipment, research and development,
sales and marketing activities, or other planned or unanticipated events;

o changes in analysts' estimates of our financial performance;
¢ developments or disputes concerning proprietary rights;

e regulatory developments;

e general industry conditions; and

¢ worldwide economic and financial conditions.

The trading volume of our common stock in the past has been limited, which may increase the volatility of the
market price for our stock and reduce the liquidity of an investment in shares of our common stock. During certain
periods, the stock markets have experienced extreme price and volume fluctuations. In particular, prices for many
technology stocks often fluctuate widely, frequently for reasons unrelated to the operating performance of such
companies. These broad market fluctuations and other factors may adversely affect the market price of our common
stock.
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The absence of an active trading market, which may occur if we are required to delist our shares from
NASDAQ SmallCap Market, would likely make our common stock an illiquid investment.

The NASDAQ Stock Market has certain rules that must be met in order for a listed company to maintain its
listing on NASDAQ. During fiscal 2001, we moved the listing of our common stock from the NASDAQ National
Market to the NASDAQ SmallCap Market. We may be required to delist from the NASDAQ SmallCap Market if
we fail to comply with those rules. Should that occur, market makers may choose to create a market for our
common stock on the over-the-counter bulletin board. If that does not occur, our stock could be traded in the "pink
sheets” maintained by the National Quotation Bureau. As a result, investors would likely find it significantly more
difficult to dispose of, or to obtain accurate quotations as to the value of, our shares.

Rights to acquire our common stock could result in dilution to other holders of our common stock.

As of March 1, 2003, we had outstanding options to acquire 1,005,500 shares of our common stock at a
weighted average exercise price of $2.66 per share. An additional 442,000 shares remain available for grant under
our 1994 Stock Option Plan. During the terms of these options, the holders thereof will have the opportunity to
profit from an increase in the market price of the common stock. Additionally, all outstanding options become fully
vested and exercisable upon a change of control of our company. The existence of these options may adversely
affect the terms on which we can obtain additional financing, and the holders of these options can be expected to
exercise such options at a time when we, in all likelihood, would be able to obtain additional capital by offering
shares of our common stock on terms more favorable to us than those provided by the exercise of these options.

Sales of additional shares of our common stock could have a negative effect on the market price of our
common stock.

Sales of substantial amounts of our common stock in the public market could adversely affect prevailing
market prices and could impair our ability to raise capital through the sale of our equity securities. A majority of the
restricted shares of common stock currently outstanding are eligible for sale in the public market, subject to
compliance with the requirements of Rule 144 under the securities laws. Shares issued upon the exercise of stock
options granted under our stock aption plan generally will be eligible for sale in the public market. We also have the
authority to issue additional shares of common stock and shares of one or more series of preferred stock. The
issuance of such shares could dilute the voting power of the currently outstanding shares of our common stock and
could dilute earnings per share.

It may be difficult for a third party to acquire us, even if the acquisition would be in the best interest of
stockholders.

We are subject to provisions under Delaware corporate law that would require us to obtain certain
approvals from our board of directors or stockholders in order to engage in a business combination with an
interested stockholder under certain circumstances. Our Amended Certificate of Incorporation and Bylaws also
contain a number of other provisions relating to corporate governance and to the rights of stockholders. These
provisions

s authorize our board of directors to fill vacancies on our board of directors;

s authorize our board of directors to issue preferred stock in series with such voting rights and other
powers as our board of directors may determine; and

s require the affirmative vote of two-thirds of the directors then in office to approve:

-~ a public offering of our capital stock;

--  the merger with or the acquisition of another business or the acquisition of a significant amount of
the assets of another business;

--  the sale of a significant amount of our assets;

-~ our entering into contracts with our stockholders or directors;

- our assumption or acquisition of debt in excess of $1.0 million; and
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-- any amendment of our Amended Certificate of Incorporation and Bylaws of our wholly owned
subsidiary Vodavi Communications Systems, Inc.

These provisions in our Amended Certificate of Incorporation and Bylaws and Delaware corporate law may have
the effect of making more difficult or delaying attempts by others to obtain control of us, even when these attempts
may be in the best interests of stockholders.

We do not pay cash dividends.

We have never paid any cash dividends on our common stock and do not anticipate that we will pay
dividends in the foreseeable future. Instead, we intend to retain any earnings to provide funds for use in our
business. Furthermore, the terms of the revolving line of credit facility between our wholly owned subsidiary
Vodavi Communications Systems, Inc. and General Electric Capital Corporation prohibit our subsidiary from
paying dividends to us without the consent of GE Capital. This restriction could limit our ability to pay dividends in
the future.

ITEM 2. PROPERTIES

We sublease, for a ten year term expiring in December 2011, approximately 55,000 square feet of space in
Phoenix, Arizona, where we maintain engineering and design laboratories, a sound engineering laboratory, software
development facilities, testing laboratories, product development facilities, customer service support facilities, an
employee training facility, warehouse and distribution areas, sales and marketing offices, and administrative and
executive offices.

We also lease approximately 3,000 square feet of space in Norcross, Georgia, for a term expiring in August
2006. We maintain software development facilities, engineering and design laboratories, product development
facilities, product assembly and testing facilities.

We lease, for a term ending in December 2004, approximately 19,500 square feet of space in Scottsdale,
Arizona. This space is sub-leased to a third party. We also lease, for a term ending in May 2005, approximately
5,000 square feet of office and warehouse space in Tempe, Arizona that is used in our Vodavi Direct operation.

We believe our facilities are adequate for our reasonably anticipated needs.

ITEM 3. LEGAL PROCEEDINGS

From time to time we are subject to certain asserted and unasserted claims encountered in the normal
course of business. We believe that the resolution of these matters will not have a material adverse effect on our
financial position or results of operations. We cannot provide assurance, however, that damages that result in a
material adverse effect on our financial position or results of operations will not be imposed in these matters.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Not applicable.
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PART I

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

Our common stock was quoted in the NASDAQ National Market under the symbol "VTEK" from October
6, 1995 to July 18, 2001, and is now listed on the NASDAQ SmallCap Market. The following table sets forth the
high and low sales prices of cur common stock on the NASDAQ National Market and the NASDAQ SmallCap
Market for the periods indicated.

High Low
2000:
FIMSE QUATTET......oooicer e $7.31 $2.75
SECONA QUATTET......eovcoeieri e sbascc 4.50 1.00
THIFA QUATTET ...t et 3.78 2.00
FOUTth QUATTET. ... oo 2.44 1.00
2001:
FATSE QUATTET o ooveveec e ettt $2.50 $1.03
SECONA QUATET. ..o e 1.19 0.63
ThIFd QUATTET ..ottt 1.40 0.76
FOUTth QUATEET ..o 1.45 0.76
2002:
FAISE QUATTET. .ottt $1.65 $1.24
SECONA QUATLET.......ciivievee et 2.85 143
Third QUATTET oot 3.33 1.71
FOUTth QUATTET .....c.oviiciicre e e 2.15 1.31
2003:
First quarter (through March 24, 2003) .......ccocoovcvimmmnncrnnriecneccencenne $1.95 $1.37

On March 24, 2003, the closing sales price of our common stock was $1.78 per share. As of March 24,
2003, there were 38 holders of record of our common stock.

Dividend Policy
We have not declared or paid any cash dividends on our common stock and do not intend to declare or pay

any cash dividends in the foreseeable future. In addition, our credit facility with GE Capital restricts our ability to
pay cash dividends.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial data presented below as of and for each of the years in the two-year
period ended December 31, 2002 are derived from our consolidated financial statements, which have been audited
by Deloitte & Touche LLP, independent auditors. The selected consolidated financial data presented below as of
and for each of the years in the three-year period ended December 31, 2000 are derived from our consolidated
financial statements, which have been audited by Arthur Andersen LLP, independent public accountants. The
selected consolidated financial information provided below should be read in conjunction with Item 7,
"Management's Discussion and Analysis of Financial Condition and Results of Operations" and the Consolidated
Financial Statements of our company and related notes thereto. No dividends were paid during the periods
presented.

Year Ended December 31,
(in thousands, except per share amounts)

Statement of Operations Data: 2002 2001 2000 1999 1998
REVENUE ..o s $ 37,328 $ 34,153(1) & 47,705 $ 49,811 $ 48,322
GIOSS MATGIN ...t 13,449 11,170(2) 17,503 17,886 15,802
Operating exXpenses ..........coccovveveornecnne. 12,164 13,183(3) 16,041 15,252 14,358
Operating income (10SS)....c..cccrvrmrercerinnce. 1,285 (2,013) 1,462 2,634 1,444
Interest eXpense......ooocveieneniinecieinees 97 406 705 676 791
Income (loss) before income

taxes and change in accounting

Principle ..o, 1,188 (2,419) 757 1,958 653
Provision for (benefit from)

INCOME tAXES .vvvvvrvieres e 471 (863) 309 718 (330)
Income (loss) before income

taxes and change in

accounting principle.........covcene, 717 (1,556) 448 1,240 983
Change in accounting principle ................ {1.263) - - - -
Net income (loss) 3 (546) $ _(1.556) $ 448 $ 1.240 ) 983
Net income (loss) per share,

diluted ................ e $ (013 $ (037 $ 010 $ 029 § 023
Weighted average shares

outstanding, diluted ..., —4.428 4,235 4.305 4,344 4,342

As of December 31,
~ (in thousands)

Balance Sheet Data: 2002 2001 2000 1999 1998
Assets:

CUITENt 8SSELS ..o reieceniens $ 14,829 $ 14,861 $ 20,959 $ 20,570 $ 17,810

Property and equipment, net ................. 1,631 1,581 2,033 2,356 2,663

Goodwill, net ..o 725 1,638 1,772 1,906 2,244

Other, NBt.....ccoivmeiernciereee e 203 193 417 726 426

$ 17388 $ 18273 $ 25181 § 25558 $ 23143

Liabilities:

Current labilities ..o $ 6,748 $ 7,045 $ 12,176 $ 13,208 $ 12,044

Other long-term obligations.................. 18 200 421 530 500
Total liabilities ......cooorvvrreiineccreinerriecs 6,766 7,245 12,597 13,738 12,544
Stockholders’ Uity .....oocoovvivvvncrnnirnnennee. 10,622 11,028 12,584 11,820 10.599

$ 17,388 $ 18273 $ 25181 $ 25558 $ 23143

) Includes special charges of $432 related to price protection obligations.
2) Cost of goods sold includes special charges of $568 related to inventory impairments.
(3) Includes special charges of $761 related to severance, receivable reserves, and exit costs.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Critical Accounting Policies and Estimates

Management’s Discussion and Analysis of Financial Condition and Results of Operations discusses our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires us to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. On an on-going basis, we evaluate our estimates and judgments, including those related to
customer incentives, bad debts, sales returns, excess and obsolete inventory, and contingencies and litigation. We
base our estimates and judgments on historical experience and on various other factors that are reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates
used in the preparation of our consolidated financial statements:

Customer Incentives

We record reductions to revenue for customer incentive programs, including special pricing agreements,
price protection for our distributors, promotions, and other volume-related rebate programs. Such reductions to
revenue are estimates, which are based on a number of factors, including our assumptions related to customer
redemption rates, sales volumes, and inventory levels at our distributors. If actual results differ from our original
assumptions, revisions are made to our estimates that could result in additional reductions to our reported revenue in
the period the revisions are made. Additionally, if market conditions were to decline, we may take actions to
increase the level of customer incentive offerings that could result in an incremental reduction of revenue in the
period in which we offer the incentive.

Bad Debts

We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our
customers to make required payments. If the financial condition of our customers were to deteriorate, resulting in an
impairment of their ability to make payments, additional allowances may be required. Additionally, we have a
significant concentration of accounts receivable with our largest distributor, Graybar Electric Company, Inc. As of
December 31, 2002, Graybar accounted for 23% of our total accounts receivable. If Graybar's financial condition
were to deteriorate, resulting in their inability to make payments to us, it could have a material adverse impact on
our financial condition and results of operations.

Sales Returns

We maintain allowances for estimated sales returns. While we have distribution agreements with our
largest distributors that limit the amount of sales returns on active products, we generally allow unlimited returns of
products that we discontinue. Accordingly, the timing and amount of revisions to our estimates for sales returns is
largely influenced by our decisions to discontinue product lines and our ability to predict the inventory levels of
such products at our largest distributors. Revisions to these estimates have the effect of increasing or decreasing the
reported amount of revenue in the period in which the revisions are made. We generally do not accept product
returns from our direct dealers unless the product is damaged.

Excess and Obsolete Inventory
We record our inventory at the lower of cost or market value. Our assessment of market value is

determined by, among other things, historical and forecasted sales activity, the condition of specific inventory items,
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and competitive pricing considerations. When the assessed market value is less than the historical cost, provision is
made in the financial statements to write-down the carrying amount of the respective inventory items to market
value. If actual results are less favorable than our original assumptions for determining market value, additional
inventory write-downs may be required.

The abbve listing is not intended to be a comprehensive list of our accounting policies. See our audited
consolidated financial statements and notes thereto, which begin on page F-1 of this Annual Report on Form 10-K,
which contain accounting policies and other disclosures required by generally accepted accounting principles in the
United States.

Results of Operations
The following table sets forth, for the periods indicated, the percentage of total revenue represented by
certain revenue and expense items. The table and the discussion below should be read in conjunction with the

consolidated financial statements and notes thereto that appear elsewhere in this report.

2002 2001 2000

REVENUE ...ttt 100.0% 100.0% 100.0%
Cost of g00ds SOLA ..irvcriiiriiiercrnecnnrensesrenneeenes 64.0 67.3 63.3

GIOSS AT ... 36.0 32.7 36.7
Operating expenses:
Engineering and product development..........ccc.coo...... 6.3 5.9 3.6
Selling, general, and administrative.........c.ccoccriveens 26.3 32.7 30.0

326 38.6 33.6

Operating income (10SS)......coovmrcimrrnerarrecrsieimncrenrennan. 3.4 (5.9) 3.1
Interest eXpense, Met........ocoomvervicrcrnnrcreineiennnns 2 1.2 1.5
Income (loss) before taxes and

accounting Change.........cccecoiccnenevecncernens 3.2 (7.1) 1.6
Income tax expense (benefit) ......ccvrmccniinercnninnnn, 1.3 (2.5) 0.7
Income (loss) before accounting change ..................... 1.9 (4.6) 0.9%
Change in accounting principle ... (3.4) - -
Net income (10SS) .o — (1.5)% — (46% —09%

2001 Special Charges

During the first quarter of 2001, we implemented a restructuring plan aimed at reducing our operating
expenses to coincide with our revised sales outlook. Pursuant to the restructuring plan, we reduced our workforce,
discontinued our Interactive Voice Response product group, and implemented broad-based price reductions on

" certain product lines. These actions created severance-related obligations of $168,000, estimated shut-down costs of
$265,000, and estimated distributor price protection obligations of $432,000.

Additionally, in light of deteriorating economic and industry conditions and planned introductions of new
products, in the first quarter of 2001, we re-evaluated the carrying amount of certain receivables and inventory items
resulting in additional accounts receivable reserve requirements of $328,000 and inventory impairments of
$568,000.

The pre-tax financial impact of these initiatives during 2001 totaled approximately $1.8 million consisting

of both cash and non-cash charges. The following table sets forth the components of these special charges included
in the accompanying consolidated statement of operations for the year ended December 31, 2001:
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Amount Inclusion in

($000) Statement of Operations
Non-cash Charges:
Inventory impairments $ 568 Cost of goods sold
Allowance for bad debts 328 Selling, general & administrative expenses
Distributor price protection 151 Revenue
Property and equipment 15 Selling, general & administrative expenses

1,062

Cash Charges:
Distributor price protection 281 Revenue
Severance-related costs 168 Selling, general & administrative expenses
Other shut-down costs 250 Selling, general & administrative expenses
699
& LIT61

The following table sets forth the activity of accrued cash charges for each of the years in the two-year period ended
December 31, 2001: (in thousands)

Initial 2001 Balance 2002 Balance
Balance Payments Dec. 31, 2001 Payments Dec. 31, 2002
Distributor price
protection § 281 $ (195) $ 86 $ (86) $ -
Severance-related costs 168 (114) 24 (54)
Other shut-down costs 250 {(106) 144 (144) -
$ 699 $ 415 Y $ (284) $ i

Fiscal Year Ended December 31, 2002 Compared With Fiscal Year Ended December 31, 2001
Revenue

Revenue during 2002 increased $3.2 million, or 9.3%, to $37.3 million from revenue of $34.2 million in
2001. Sales to our supply house customers increased $1.9 million, or 10.0 9%, to $20.8 million, or 56% of our total
revenue during 2002 compared with $18.9 million, or 55% of our total revenue in 2001. Our sales in this channel of
distribution can fluctuate significantly between periods as a result of fluctuations in the amount of inventory supply
houses carry of our product. We estimated that during 2002, our supply house customers reduced their inventory of
our products by approximately $1.5 million compared with a reduction of $5.8 million in 2001.

Sales through our infinite direct dealer program increased approximately $700,000, or 5.0%, to $15.4
million, or 41% of our total revenue during 2002, compared with $14.7 million, or 43% of our total revenue during
2001. The increase in infinite product sales can be attributed to selling to fewer, but larger and better established
dealers who are more effective at selling our larger systems.

Sales through our direct sales office, which we acquired in March 2002, totaled approximately $1.0 million,
after intercompany eliminations, during 2002.

Our revenue during 2002 was negatively impacted by our decision to exit our Interactive Voice Response
business in 2001. Revenue attributable to this business totaled $135,000 during 2002 compared with revenue of
$1.3 million in 2001.

Gross Margin
Our gross margin was $13.5 million in 2002 compared with $11.2 million in 2001. Our gross margin as a

percentage of total revenue increased to 36.0% during 2002 compared with 32.7% in 2001. The increase in gross
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margin percentage during 2002 is a direct result of (a) inventory impairments and price protection obligations of
$1.0 million in 2001 (b) better leverage over the fixed component of cost of goods sold, which includes labor and
other warehouse and distribution costs; and (c) higher margins associated with our direct sales office. The increase
in gross margin percentage between periods was slightly offset by our decision to sell certain discontinued product
lines in 2002 in a bulk sale transaction for $300,000 at no margin.

Engineering and Product Development

Engineering and product development expenditures increased 16.8% to $2.3 million in 2002 compared with
$2.0 million in 2001. During 2002, we incurred additional salaries and personnel costs associated with an increase
in headcount and field trial activities. During 2002 we also engaged third-party consultants to a greater extent than
2001 to assist in-the development of some of our products.

Selling, General and Administrative Expenses

Selling, general and administrative expenses declined approximately $1.4 million, or 12.1%, to $9.8 million
in 2002 compared with $11.2 million in 2001. Excluding special charges of approximately $760,000 recorded in
2001, selling, general and administrative expense declined by approximately $594,000, or 5.7%, in 2002. The
reduction is the net effect of a number of factors including (a) the discontinuance of our Interactive Voice Response
Business, (b) decreased sales, marketing and promotional expenses, (c) a reduction in bad debt expenses; and (d) a
reduction in depreciation and amortization, including the elimination of goodwill amortization of $134,000
associated with our adoption of SFAS No. 142. These reductions were partially offset by additional operating
expenses of our direct sales office of approximately $632,000 during 2002 compared to zero in 2001, and the cost
associated with the settlement of litigation in 2002 of $300,000.

Interest Expense

Interest expense decreased to approximately $97,000 in 2002 compared to $406,000 in 2001. The decrease
in interest expense is a direct result of our debt reduction efforts during 2002 and lower borrowing costs.

Income Taxes

We provided for federal and state income taxes using an effective rate of 39.6% during 2002 compared
with and effective rate of 35.7% in 2001. The change in effective rates between periods reflects the impact of
permanent book/tax differences in loss years versus years with positive pre-tax earnings.

Fiscal Year Ended December 31, 2001 Compared With Fiscal Year Ended December 31, 2000
Revenue

Revenue during 2001 totaled $34.2 million compared with revenue of $47.7 million in 2000, a reduction of
$13.5 million, or 28.4%. Sales to our supply house customers accounted for approximately $18.9 million, or 55% of
our total revenue-during 2001 compared with $31.2 million, or 65% of our total revenue in 2000, representing a
year-over-year decrease of $12.3 million. The decrease in sales to our supply house customers is attributable to (a) a
$5.8 million reduction in supply house inventory levels resulting in fewer orders to us; (b) soft market conditions in
the small- to mid-sized markets affecting our industry; (c) our decision to reduce prices on certain of our single line
telephones and voice mail products; and {d) reduced sales of certain discontinued products.

Revenue in 2001 was also negatively impacted by our decision to exit the retail Interactive Voice Response
business during the first quarter of 2001. Revenue attributable to this business totaled $1.3 million during 2001
compared with $2.4 million during 2000, a reduction of 45.8%.

Sales threugh our infinite direct dealer program totaled $14.7 million, or 43% or our total revenue during

2001 compared with $15.0 million, or 31% of our total revenue during 2000. During 2001, we continued our
program to focus on selling to fewer, but larger and better-established, dealers. While sales through our infinite

24



channel were positively impacted by the introduction of larger dealers, they were negatively impacted by the poor
economic and market conditions for small- to mid-sized businesses in the United States and by our decision to
reduce prices on certain voice mail products.

Gross Margin

Our gross margin was $11.2 million during 2001 compared with $17.5 million during 2000. Our gross
margin as a percentage of total revenue declined to 32.7% during 2001 compared with 36.7% during 2000. The
reduction in our gross margin percentage during 2001 is a direct result of (a) inventory impairments and price
protection obligations of $1.0 million recorded during the first quarter of 2001; (b) fewer sales to cover the fixed
component of costs of goods sold, which includes labor and other warehouse and distribution costs; and (c) price
reductions on certain single line telephones and voice mail products, which were slightly offset by price concessions
provided to us by our suppliers.

Engineering and Product Development

Engineering and product development expenditures increased 14.7% to $2.0 million during 2001 from $1.7
million during 2000. The increase was primarily due to salaries and related personnel costs associated with
additional headcount and field trial expenses. During 2001, we introduced seven new products to the market and
continued development efforts on our next generation IP Key Telephone System as well as enhancements to our
existing Key Telephone Systems and voice processing products.

Selling, General, and Administrative Expenses

Selling, general, and administrative expenses were $11.2 million during 2001 compared with $14.3 million
in 2000, a reduction of $3.1 million, or 21.7%. Excluding special charges of approximately $760,000 recorded in
the first quarter of 2001, selling, general, and administrative expenses declined by $3.9 million, or 27.1%, from
2000. This decrease is the net effect of a number of factors, including (a) headcount reductions; (b) decreased
marketing and promotional expenses; and (c} strict cost controls over discretionary spending.

Interest Expense

Interest expense decreased to $406,000 during 2001 from $705,000 during 2000. During 2001, our interest
expense was positively impacted by a $3.7 million reduction in our loan balance from the beginning of the year and
areduction of our effective interest rate from 9.15% at the beginning of the year to 4.52% at December 31, 2001.

Income Taxes

We provided for federal and state income taxes using an effective rate of 35.7% during 2001 compared
with an effective rate of 40.8% during 2000. The change in effective rates between periods reflects the impact of
permanent book/tax differences in loss years versus years with positive pre-tax earnings.

Liquidity and Capital Resources

Our net working capital position was $8.1 million at December 31, 2002 compared with $7.8 million at
December 31, 2001. We had a cash balance of $1.1 million at December 31, 2002 compared to a cash balance of
$340,000 at December 31, 2001. Factors that increased our cash position during 2002 included positive cash flows
from operations, the receipt of an $839,000 income tax refund, and $3.0 million by extending our payment terms
with our largest supplier from 30 days to 60 days. Factors that reduced our cash balance during 2002 included cash
payments of $624,000 to acquire DataSpeak Systems, Inc., cash payments of $2.6 million on our revolving credit
facility, purchases of property and equipment of $485,000, and other changes in working capital, including
reductions in accounts payable and accrued liabilities of $625,000.

QOur days sales outstanding, calculated on quarterly sales, improved to approximately 70 days as of
December 31, 2002 compared with 71 days as of December 31, 2001. Qur days sales outstanding, and our liquidity,
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is significantly influenced by the timing of payments received from our largest distributors. Our two largest
distributors comprised 43% of our total accounts receivable as of December 31, 2002 and 48% of our total accounts
receivable as of December 31, 2001,

Our inventory turnover, measured in terms of days sales outstanding on a quarterly basis, increased to 87
days as of December 31, 2002 compared with 84 days as of December 31, 2001. Our inventory days sales
outstanding increased slightly as a result of lower than anticipated sales in the fourth quarter of 2002.

Trade payables and accrued liabilities, including payables to third-party and related-party manufacturers,
were approximately $6.8 million as of December 31, 2002 compared with $4.5 million as of December 31, 2001.
The increase in trade payables and accrued liabilities between periods is a direct result of extending our payment
terms with our largest supplier from 30 days to 60 days. We anticipate that our payment terms with our largest
supplier will remain at 60 days for the foreseeable future.

We maintain a $15.0 million credit facility with General Electric Capital Corporation that expires during
April 2003. The line of credit bears interest at 2.5% over the 30-day commercial paper rate, or 3.8% as of December
31, 2002. Advances under the line of credit are based upon eligible accounts receivable and inventory of our wholly
owned subsidiary Vodavi Communications Systems, Inc., and are secured by substantially all of our assets. We had
total borrowing capacity of approximately $7.0 million and no outstanding borrowings under the credit facility at
December 31, 2002. The revolving line of credit contains covenants that are customary for similar credit facilities
and also prohibit our operating subsidiaries from paying dividends to our company without the consent of GE
Capital. As of December 31, 2002, we were in compliance with all of the covenants.

We are currently in the process of negotiating a replacement credit facility, which we expect to complete
before the current facility expires. While we have not yet signed a definitive credit agreement, we have received a
commitment from a financial institution for a $5.0 million revolving credit facility with a term of two years.
Advances under the credit facility will bear interest at the bank’s prime rate. There can be no assurances that we
will be successful in obtaining a replacement facility or completing the proposed credit agreement on the terms
outlined above.

During March 2002 we acquired substantially all of the assets and assumed certain liabilities of DataSpeak
Systems, Inc., an Arizona-based dealer of our products. Under the terms of the purchase agreement, we paid cash of
$624,000 and issued 100,000 shares of restricted common stock. The cash portion of the acquisition was funded by
our credit facility.

We have no special purpose entities or off balance sheet financing arrangements, commitments, or
guarantees other than certain long-term operating lease agreements for our facilities and certain vehicles and short-
term purchase commitments to our third-party suppliers.

The following table sets forth all known commitments as of December 31, 2002 and the year in which
those commitments become due or are expected to be settled (in thousands):

Accounts

Payable &

- Operating Purchase Accrued

Year Leases Credit Facility = Commitments Liabilities Total

2003 $ 1,094 $ -- $ 5203 $ 6,748 $ 13,045
2004 1,095 = -- - 1,095
2005 881 -- -- - 881
2006 818 -- -- - 818
2007 : 785 - -- - 785
Thereafter 3.142 - -- - 3.142
Total S 7815 $ - $ 5203 § 6748 i __ 10766
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From time to time we are subject to certain asserted and unasserted claims encountered in the normal
course of business. We believe that the resolution of these matters will not have a material adverse effect on our
financial position or results of operations. We cannot provide assurance, however, that damages that result in a
material adverse effect on our financial position or results of operations will not be imposed in these matters.

We believe that our working capital and credit facilities are sufficient to fund our capital needs during the
next 12 months. Although we currently have no acquisition targets, we intend to continue to explore acquisition
opportunities as they arise and may be required to seek additional financing in the future to meet such opportunities.

International Manufacturing Sources

We currently obtain most of our products under various manufacturing arrangements with third-party
manufacturers in Asia, including LGE who owns approximately 20% of our outstanding common stock. See Item 1,
“Special Considerations —~ We face risks associated with international manufacturing sources.”

Impact of Recently Issued Standards

In 2001, the FASB issued Statement No. 141, Accounting For Business Combinations, and Statement No.
142, Goodwill And Other Intangible Assets. These statements modified accounting for business combinations after
June 30, 2001 and affected our treatment of goodwill and other intangible assets effective January 1, 2002. The
statements require that goodwill existing at the date of adoption be reviewed for possible impairment and that
impairment tests be performed at least annually, with impaired assets written-down to fair value. Additionally,
existing goodwill and intangible assets must be assessed and classified consistent with the statements’ criteria.
Intangible assets with estimated useful lives will continue to be amortized over those periods. Amortization of
goodwill and intangible assets with indeterminate lives will cease. Goodwill amortization expense was $0,
$134,000, and $134,000 for the years ended December 31, 2002, 2001, and 2000, respectively.

We have determined that upon adoption of these statements on January 1, 2002, the entire $1.6 million
carrying amount of the goodwill was impaired. This determination was based principally on the total market value
of our issued and outstanding common stock on January 1, 2002 of $5.5 million compared with our book value on
December 31, 2001 of $11.0 million. The goodwill impairment was recognized in the first quarter of 2002 as a
change in accounting principle. Except as disclosed above, the adoption of these statements did not have a material
impact on our financial condition or results from operations.

In October 2001, the FASB issued SFAS No. 144 "Accounting for Impairment or Disposal of Long-Lived
Assets." SFAS No. 144 addresses financial accounting and reporting for the impairment or disposal of long-lived
assets. This statement also extends the reporting requirements to report separately, as discontinued operations,
components of an entity that have either been disposed of or are classified as held-for-sale. We adopted the
provisions of SFAS No. 144 effective January 1, 2002. The adoption of this statement did not have any impact on
our financial condition or results from operations.

In June 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal
Activities.” SFAS No. 146 requires companies to recognize costs associated with exit or disposal activities when
they are incurred rather than at the date of a commitment to an exit or disposal plan. SFAS No. 146 replaced EITF
Issue No. 94-3, "Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring),” and will apply to exit or disposal activities initiated
after December 31, 2002. We have reviewed the requirements of SFAS No. 146 and believe the adoption of this
statement will not have a material impact on our financial statements.

In November 2002, the FASB issued FASB Interpretation Number 45, "Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantee of the Indebtedness of Others.” This
Interpretation elaborates on the disclosures to be made by a guarantor in its interim and annual financial statements
about its obligations under certain guarantees that it has issued. It also clarifies that a guarantor is required to
recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the
guarantee. The initial recognition and initial measurement provisions in this interpretation apply to guarantees

27



issued or modified after December 31, 2002. We have adopted the disclosure provisions of this interpretation as of
December 31, 2002 as presented in Note 4 to our consolidated financial statements.

In December 2002, the FASB issued SFAS No. 148, "Accounting for Stock-Based Compensations - A
Transition and Disclosure - an Amendment to SFAS No. 123." SFAS No. 148 amends SFAS No. 123, "Accounting
for Stock-Based Compensation”, to provide alternative methods of transition for an entity that voluntarily changes to
the fair market value based method of accounting for stock-based employee compensation. It also amends the
disclosure provisions of that Statement to require prominent disclosure about the effects on reported net income of
an entity's accounting policy decisions with respect to stock-based employee compensation. Finally, this Statement
amends APB Opinion No. 28, 'Interim Financial Reporting," to require disclosure about those effects in interim
financial information. We have adopted the disclosure requirements of SFAS No. 148 as of December 31, 2002 as
presented in Note 6 to our consolidated financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As of December 31, 2002, we did not participate in any derivative financial transactions or other financial
and commeodity transactions for which fair value disclosure would be required under Statement of Financial
Accounting Standards No. 107. We do not hold investment securities that would require disclosure of market risk.

Our market risk exposure is limited to interest rate risk associated with our credit instruments. We incur
interest on loans made under a revolving line of credit at variable interest rates of 2.50% over the 30 day commercial
paper rate, a total of 3.80% at December 31, 2002. The principal of loans under this line of credit is due in April
2003. At December 31, 2002, we had no outstanding borrowings under the line of credit.

ITEM 8. 'FINANCIAL STATEMENTS AND SUPPLEMENTAL DATA

Reference is made to the financial statements, the report thereon, and the notes thereto commencing at page
F-1 of this Report, which financial statements, report, and notes are incorporated herein by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable.

28



PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth certain information regarding our directors and executive officers:

Name Age Position
William J. Hinz (1) oo 57 Chairman of the Board
Gregory K. Roeper........cccoovvevniiecccis 42 President, Chief Executive Officer, and Director
David A. Husband......c.ccoooeeeviiieeinnnn 34 Vice President-Finance, Chief Financial Officer,
Secretary, and Treasurer
Stephen L. Borcich ..., 56 Vice President - Distribution Sales
Steven R, Francis ..o 51 Vice President - Dealer Sales
Jack A Henry (2) .o 59 Director
Jong Hwa Chol.....cooooicii, 42 Director
Stephen A McConnell (2)........cccoonnneene, 50 Director
Emmett E. Mitchell (1}(2) e 47 Director
Frederick M. Pakis (1)....ccccccoirivicrionnne 49 Director
(1 Member of the Compensation Committee
2) Member of the Audit Committee

William J. Hinzhas served as Chairman of the Board of our company since October 1997 and as a director
of our company since April 1997. Since October 1999, Mr. Hinz has served as Group President for the Triumph
Components Group, which is a group of seven divisional companies within Triumph Group, Inc., a publicly held
company. Mr. Hinz served as President of Stolper-Fabralloy Company, a precision aerospace engine component
manufacturer that is a subsidiary of Triumph Group, Inc., from September 1997 until October 1999 and as Executive
Vice President of Operations of Stolper-Fabralloy from March 1996 until September 1997. Mr. Hinz served as Vice
President of Global Repair and Qverhaul Operations for AlliedSignal Aerospace Company from June 1994 until
March 1996. During this period, Mr. Hinz also was responsible for aerospace aftermarket merger and acquisition
activity.

Gregory K. Roeper has served as President of our company since December 1998 and as Chief Executive
Officer and a director of our company since December 1999. Mr. Roeper served as our Chief Operating Officer
from June 1998 until December 1999. Between November 1994 and June 1998, Mr. Roeper held a variety of other
executive positions with our company, including Chief Financial Officer; Executive Vice President - Finance,
Administration, and Operations; Secretary; and Treasurer. From 1982 until 1994, Mr. Roeper was employed with
Arthur Andersen LLP.

David A. Husband has served as our Vice President ~ Finance, Chief Financial Officer, Secretary, and
Treasurer since March 2001. Prior to joining our company, Mr. Husband served in various capacities with Action
Performance Companies, Inc., a publicly held company engaged in the motorsports merchandising business, from
May 1998 until December 2000, most recently as Executive Vice President and Chief Operating Officer. M.
Husband was employed as an accountant with Arthur Andersen LLP from July 1992 to May 1998, where he was
primarily engaged in auditing publicly held companies. Mr. Husband is a Certified Public Accountant in the state of
Arizona.

Stephen L. Borcich has served as our Vice President - Distribution Sales since June 2002. Prior to that, Mr.
Borcich served as our Vice President - Sales and Marketing since April 1999. Mr. Borcich served as Vice President
- Sales for Voice Technologies Group, a manufacturer and distributor of digital integration technology from August
1998 until March 1999. From February 1997 until July 1998, Mr. Borcich served as Vice President - Sales and
Marketing of Q.SyS, Inc., a manufacturer of computer telephony applications. Mr. Borcich also served as Vice
President — Sales of Microlog Corporation from December 1990 until September 1995.
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Steven R. Francis has served as our Vice President - Dealer Sales since June 2002. From March 2002,
when we acquired DataSpeak Systems, Inc. to June 2002, Mr. Francis served as our Vice President — Direct Sales.
Mr. Francis served as co-founder and president of DataSpeak Systems, Inc., an Arizona-based interconnect company
from January 1998 until March 2002. Prior to that time, Mr. Francis served as the Vice President of Sales and
Marketing of Enhanced Systems, Inc. from October 1996 until December 1997. Mr. Francis previously has served
in the communications industry in various positions including various sales and management positions at GTE,
Stromberg-Carlson, and Executone.

Jack A. Henry has served as a director of our company since November 2001. Mr. Henry began his career
in 1966 with the international professional services firm of Arthur Andersen LLP and held positions in the Detroit,
San Jose, Seattle, and Phoenix offices. In 2000, Mr. Henry retired as Managing Partner of the Phoenix office and
formed Sierra Blanca Ventures, LLC, a private advisory and investment firm. Mr. Henry currently serves on the
board of directors of Simula, Inc., Harris Trust Bank of Arizona, and SOS Staffing Services, Inc. Mr. Henry has
also served in a-variety of community positions including most recently as chairman of the Arizona Chamber of
Commerce from 1999 to 2000, and chairman of Greater Phoenix Leadership from 2000 to 2001. Mr. Henry
attended the U.S: Naval Academy and holds a BBA and MBA from the University of Michigan.

Jong Hwa Choi has served as a director of our company since February 2003. Mr. Choi has served in
various capacities for LG InfoComm U.S.A., a major U.S. mobile handset vendor and affiliate of LG Electronics,
Inc. since 1987, and since March 2000 has served as Vice President of Administration. During his 16-year tenure,
Mr. Choi has managed international business planning and set up overseas subsidiaries for various divisions of LGE.
Mr. Choi's global assignments include Italy, Russia, and the United States. Mr. Choi's experiences in various
industries include consumer electronics, semiconductors, and mobile handsets.

Stephen- A McConnell has served as a director of our company since January 1996. Mr. McConnell
currently serves as the President of Solano Ventures, an investment fund devoted to small- to mid-sized companies.
Mr. McConnell also currently serves as Chairman of G-L Industries, LLC, a manufacturer of wood glue-lam beams
used in the construction industry. Mr. McConnell served as Chairman of the Board of Mallco Lumber & Building
Materials from September 1991 to June 1997. Mr. McConnell currently serves as a director of Capital Title Group,
Inc., Mobile Mini, Inc., and Miracor Diagnostics, Inc., all of which are publicly held companies.

Emmett E. Mitchell has served as a director of our company since February 1999. Mr. Mitchell has been
employed with MS Howell & Co., @ NASD broker dealer and investment banking firm, as the Executive Vice
President since December 2000. Mr. Mitchell has also served as the Chief Financial Officer of ICESoft
Technologies, Inc., a privately held software company since December 2001. Prior to this, Mr. Mitchell was
employed with Paradise Valley Securities, Inc., since October 1991, most recently as the Chairman and Chief
Executive Officer.

Frederick M. Pakis has served as a director of our company since November 2001. Mr. Pakis was a co-
founder of JDA Software, Inc. in 1985 where he served as Co-Chairman of the Board, President, and Co-Chief
Executive Officer for various periods of time through 1999. Since that time, Mr. Pakis formed and serves as
Managing Director of Clarendon Capital Management, LLC, a private advisory and investment firm. Mr. Pakis
previously served as a Retail Consulting Manager with Touche Ross & Co. from 1981 to 1985, and as Director of
Corporate Planning for the Sherwin Williams Company, a home improvement specialty store company from 1976 to
1981. Mr. Pakis also serves on the boards of several not-for-profit entities, including Phoenix Children’'s Hospital
and Phoenix Country Day School. Mr. Pakis attended the U.S. Military Academy at West Point, received a
Bachelor of Science degree in Operations Research from Case Western Reserve University , and a Master of
Business Administration degree from the London School of Business, where he studies as a Sloan Fellow.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires our directors, officers, and persons who own more than 10% of
a registered class-of our equity securities to file reports of ownership and changes in ownership with the SEC.
Officers, directors, and greater than 10% stockholders are required by SEC regulations to furnish us with copies of
all Section 16(a) forms they file. Based solely upon our review of the copies of such forms we received during the
fiscal year ended December 31, 2002, and written representations that no other reports were required, we believe

30




that each person who, at any time during such fiscal year, was a director, officer, or beneficial owner of more than
10% of our common stock complied with all Section 16{a) filing requirements during such fiscal year, except that
Mr. Hinz filed a late Form 4 covering two purchase transactions.

ITEM 11. EXECUTIVE COMPENSATION

Summary of Cash and Other Compensation

The following table sets forth certain information with respect to the compensation we paid to our Chief
Executive Officer and four other executive officers who received cash compensation in excess of $100,000 during
fiscal 2002.

SUMMARY COMPENSATION TABLE

Long Term
Compensation
Awards
Securities
Annual Compensation Underlying All Other

Name and Principal Position(1 Year Salary($) Bonus ($) | Options(#)(2) | Compensation($)
Gregory K. Roeper........cococnincennn. 2002 $ 165,000 $ 25,000 - $ 4,329(3)

President and Chief Executive 2001 § 155,000 $ 15,000 35,000 $ 8.451(4)

Officer 2000 $ 148,500 - - 6,579
David A. Husband.........cococoveennn.. 2002 § 135,000 $ 2500 - $ 750(5)

Vice President - Finance, Chief 2001 § 94,000 $ -- 75,000 $ -

Financial Officer, Secretary and

Treasurer
Stephen L. Borcich ..o 2002 $ 125,000 $ - -- $  750(5)

Vice President - Distribution 2001 $ 125,000 $ - -- $  750(5)

Sales 2000 $ 134,612(6) 10,000 - 750(5)
Kent R. Burgess......ccoovvovvccnivneccnnn. 2002 $ 134000 § - $ -

Former Vice President - 2001 $ 125,000 $ - - $ --

Product.Development 2000 $ 91,350 - 10,000 -
Steven R. Francis .........ccceocoeeenien. 2002 $ 102,000 $ -- 50,000 $  750(5)

Vice President - Dealer Sales
(1) We consider Messrs. Roeper, Husband, Borcich, and Francis to be our executive officers. David A.

Husband became our Chief Financial Officer during March 2001; Mr. Francis became our Vice President -
Direct Sales during March 2002 and became our Vice President — Dealer Sales in June 2002. Mr. Burgess
was our Vice President - Product Development from April 2000 until his retirement in December 2002.

(2) The exercise price of all stock options granted were equal to the fair market value of our common stock on
the date of grant.

(3) Represents premium payment of $3,579 for a long-term disability insurance policy paid by our company
and a 401 (k) plan matching contribution in the amount of $750.

{4) Represents premium payment of $2,234 for a long-term disability insurance policy and $5,467 for a term
life insurance policy paid by our company. Also includes a 401(k) plan matching contribution in the
amount of $750.

(5) Represents a 401(k) plan matching contribution.

(6) Includes sales commissions paid during fiscal 2000.
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Option Grants

The folléwing table sets forth certain information with respect to stock options granted to the officers listed
during the fiscal year ended December 31, 2002.

OPTION GRANTS IN LAST FISCAL YEAR

Individual Grants
Potential Realizable
Percentage of Value at Assumed
Number of Total Annual Rates
Securities Options of Stock Price
Underlying Granted to Appreciation for
- Options Employees in Exercise Expiration Option Term(1)
Name Granted (#) Fiscal Year Price Date 3% 10%
Gregory K. Roeper................. - -- --
David A. Husband..... -- -- - -- --
Stephen L. Borcich................. - -- -- - -- --
Kent R. Burgess.......0......c.o..... -- -- -- -- -- -
Steven R. Francis................... 50,000 60.6% $1.35 3/4/12 $42,450 $107.578
(1) Potential gains are net of the exercise price, but before taxes associated with the exercise. Amounts

represent hypothetical gains that could be achieved for the respective options if exercised at the end of the
option term. The assumed 5% and 10% rates of stock price appreciation are provided in accordance with
SEC rules and do not represent our estimate or projection of the future price of our common stock. Actual
gains, if any, on stock option exercises will depend upon the future market prices of our commaon stock.

Option Holdings and Values

The following table provides information on the value of unexercised options held by the officers listed as
of December 31, 2002. None of the listed officers exercised any options during 2002.

OPTION VALUES AS OF DECEMBER 31, 2002

Number of Securities Value of Unexercised In-the-
Underlying Unexercised Money Options at Fiscal Year-
Options at Fiscal Year-End (#) End ($)(1)
Name Exercisable Unexercisable Exercisable Unexercisable
Gregory K. ROEPET........covvinreccrimreerreeieniens 171,250 51,250 $ 7,000 $ 21,000
David A. Husband..........ccooooonmvrrverncnsiienrnn. 18,750 56,250 $ 13,650 $ 40,950
Stephen L. BOrCich ..o 33.750 11,250 5§ - $ -
Kent R. BUIrgess. ..., 5,000 5,000 $ - $ -
Steven R. Francis - 50,000 $ -- $ 22,000
(1) Calculated based upon the closing price of our common stock as reported on the Nasdaq SmallCap Market

on December 31, 2002 of $1.79 per share. The exercise price of certain of the options held by our
executive officers on December 31, 2002 were greater than $1.79 per share.

Employment Agreements
William J. Hinz
Effective October 1, 1999, we entered into an employment agreement with William ]J. Hinz. The

agreement had an initial term through September 30, 2001, and automatically renewed through September 30, 2002.
The agreement automatically renews for successive one-year terms unless either party terminates by giving the other
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party at least 30 days' written notice. The agreement provides for Mr. Hinz to serve as our Chairman of the Board
and to receive a base salary of $75,000 per annum.

The employment agreement provides for Mr. Hinz to receive his fixed compensation to the date of
termination of his employment by reason of resignation, death, or as a result of termination of employment "for
cause," as defined the agreement. If we terminate the employment of Mr. Hinz, or if his employment is terminated
by reason of disability, the agreement provides for the payment of fixed compensation to Mr. Hinz for the remaining
term of the agreement, payable in a lump sum within ten days of the date of termination. In addition, Mr. Hinz's
vested options as of the date of termination will remain outstanding through the 90-day period following the then-
current term of the agreement . All unvested options as of the date of termination will be cancelled.

In the event of a "change of control” of our company, as defined in the agreement, Mr. Hinz will receive a
minimum bonus of $50,000. In addition, any options that were granted to Mr. Hinz that remain unvested as of the
date of the change of control will become fully vested and exercisable on the effective date of the change of control.
If the employment of Mr. Hinz is terminated as a result of a change of control, we will be required to pay Mr. Hinz,
within ten days of the date of termination, the greater of (a) his base salary and benefits for the remaining term of the
employment agreement, or (b) his annual base salary.

Gregory K. Roeper

Effective October 1, 1999, we entered into an employment agreement with Mr. Roeper. We renewed and
amended the agreement effective October 1, 2002, for a term expiring on September 30, 2003. The agreement
automatically renews for successive one-year terms unless either party terminates by giving the other party at least
30 days' written notice. The employment agreement provides for Mr. Roeper to serve as our President and Chief
Executive Officer. The employment agreement provides for Mr. Roeper to receive a base salary of $182,500 per
annum through September 30, 2003.

The agreement provides for Mr. Roeper to receive his fixed compensation to the date of termination of his
employment by reason of resignation, death, or as a result of termination of employment "for cause,” as defined in
the agreement. If we terminate his employment, or if his employment is terminated by reason of disability, the
agreement provides for the payment of his base salary and benefits for a period of one year, payable in a lump sum
within ten days of the date of termination. In addition, Mr. Roeper's vested options as of the date of termination will
remain outstanding through the 120-day period following the then-current term of the agreement. All unvested
options as of the date of termination will be cancelled.

In the event of a "change of control” of our company, as defined in the agreement, Mr. Roeper will receive
a minimum bonus of $100,000. In addition, any options that were granted to Mr. Roeper that remain unvested as of
the date of the change of control will become fully vested and exercisable on the effective date of the change of
control. If Mr. Roeper's employment is terminated as a result of a change of control, we will be required to pay
him, within ten days of the date of termination, his annual base salary and benefits for a period of one year following
the date of termination plus any earned bonus through the date of termination.

David A. Husband

Effective January 1, 2003, we entered into an employment agreement with Mr. Husband. The agreement
has an initial term of one year. The agreement automatically renews for successive one-year terms unless either
party terminates by giving the other party at least 30 days' written notice. The employment agreement provides for
Mr. Husband to serve as our Vice President - Finance and Chief Financial Officer. The employment agreement
provides for Mr. Husband to receive a base salary of $135,000 per annum through December 31, 2003.

The agreement provides for Mr. Husband to receive his fixed compensation to the date of termination of his
employment by reason of resignation, death, or as a result of termination of employment "for cause,” as defined the
agreement. If we terminate Mr. Husband's employment, or if his employment is terminated by reasen of disability,
we will pay Mr. Husband his base salary and benefits for a period ranging from six to nine months, depending on his
length of service to our company. In addition, Mr. Husband’s vested options as of the date of termination will
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remain outstanding through the 120-day period following the then-current term of the agreement. All unvested
options as of the date of termination will be cancelled.

In the event of a "change of control” of our company, as defined in the employment agreement, Mr.
Husband will receive a bonus ranging from $25,000 to $62,500, based on the value of the transaction. In addition,
any options that were granted to Mr. Husband that remain unvested as of the date of the change of control will
become fully vested and exercisable on the effective date of the change of control. If Mr. Husband's employment is
terminated as a result of a change of control, we will be required to pay him his base salary and benefits for a six-
month period following the date of termination plus any earned bonus through the date of termination.

Steven R: Francis

Effective, March 1, 2002, in connection with our acquisition of DataSpeak Systems, Inc., we entered into an
employment agreement with Mr. Francis. The agreement has an initial term through February 2004. The
employment agreement provides for Mr. Francis to serve as President of Vodavi Direct, Inc., our wholly owned
subsidiary, for a base salary of $125,000 per annum. Pursuant to the agreement, we granted to Mr. Francis ten-year
options to purchase 50,000 shares of our common stock at an exercise price per share equal to §1.35, and 25% of the
options will vest and become exercisable on each of the first four anniversaries of the date of grant. In the event of a
"change of control” of our company, as defined in the agreement, any options that were granted to Mr. Francis that
remain unvested as of the date of the change of control will become fully vested and exercisable on the effective
date of the change-of control. If Mr: Francis' employment is terminated as a result of a change of control, we will be
required to pay Mr. Francis his base salary and benefits for the remaining term of the agreement plus any earned
bonus through the date of termination.

The agreement provides for Mr. Francis to receive his fixed compensation to the date of termination of his
employment by reason of resignation, death, or as a result of termination of employment "for cause," as defined the
agreement. [f we terminate the employment of Mr. Francis, or if his employment is terminated by reason of
disability, the agreement provides for the payment of fixed compensation to Mr. Francis for the remaining term of
the agreement. In addition, any vested options held by Mr. Francis as of the date of termination will remain
outstanding through the 90-day period following the then-current term of the agreement. All unvested options as of
the date of termination will be cancelled.

Each employment agreement described above provides that the executive will be eligible to receive
discretionary bonuses in amounts determined by our Board of Directors. In addition, each employment agreement
generally requires us to

e reimburse each executive for all travel, entertainment, and other ordinary and necessary expenses
incurred in connection with our business and their duties under their respective employment
agreements; and

» provide such other fringe benefits that we make generally available to all of our employees on a non-
discriminatory basis.

Each employment agreement also contains provisions that prohibit the executive from
s competing with us for a period of 12 months after the termination of the executive’s employment with
our company,

e taking certain actions intended to solicit other persons to terminate their business relationship with us
or to terminate his or her employment relationship with us, and

e making unauthorized use or disclosure of our trade names, fictitious names, or confidential
information.

Other Arrangements

We maintain agreements with each of our other officers and employees that prohibit such persons from
disclosing confidential information obtained while employed by us. We offer our employees medical, life, and
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disability insurance benefits. Our executive officers and other key personnel (including directors who also are
employees of our company) are eligible to receive stock options under our stock option plan.

Director Compensation and Other Information

Employees of our company do not receive compensation for serving as members of our Board of Directors.
Each independent director receives a quarterly retainer fee of $3,750 payable on the first day of each quarter. Each
independent director also receives a $500 fee for each meeting attended by telephone or in person and
reimbursement for reasonable expenses incurred in attending meetings of our Board of Directors, except that Mr.
Hinz receives no cash compensation for meetings attended. Mr. Hinz, the Chairman of our Board of Directors, is
compensated as pursuant to an employment agreement. See Item 11, "Executive Compenation - Employment
Agreements.” During March 2003, we granted Mr. Hinz options to purchase 15,000 shares of our common stock.
Committee members other than Mr. Hinz receive a $500 fee for attendance at committee meetings that are held on
days other than days on which a Board of Directors' meeting is held. Non-employees who serve as directors of our
company also receive an annual automatic stock option grant to purchase 5,000 shares of stock under our Amended
and Restated 1994 Stock Option Plan.

Compensation Committee Interlocks and Insider Participation

Performance evaluation and compensation decisions relating to 2002 were made by the Compensation
Committee of our Board of Directors, which consisted of Messrs. Mitchell, Hinz, and Pakis. Except for our
employment agreement with Mr. Hinz, none of such persons had any contractual or other relationships with us
during fiscal 2002 except as directors. See Item 11, "Executive Compensation—Employment Agreements."
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The following table sets forth certain information with respect to beneficial ownership of our common
stock as of December 31, 2002 by ()} each director; (i) the executive officers set forth in the Summary
Compensation Table under Item 11, "Executive Compensation;” (iii) all of our directors and executive officers as a
group; and (iv) each other person who is known by us to beneficially own or to exercise voting or dispositive control
over more than 5% of our common stock.

, Number of
Name and Address of Beneficial Owner (1) Shares (2) Percent (2)
Directors and Executive Officers:
WM J. HINZ oo 60,800(3) 1.4%
Gregory K. Roeper 210,600(4) 4.6%
David A, HUSDAR. ......oooivieiceec e 62,350(5) 1.4%
Stephen L. BOTCICN ...cov v 33,750(6) *
Kent R. Burgess 5,003(7) *
SteVen R, FTanCIS ..o cves s rn s en v 100,000(8) 2.3%
JACK AL HENIY e 5.900(9) *
KYEONG-WO0 LEE .....coovvrrmiiieicececrin e sseconcosas s seniessresnessesennas 5,000(10) *
Stephen A McConnell........cocrcicecs e 56,900(11) 1.3%
Emmett E. MItchell ..ot 30,000(12) *
Frederick M. PaKis ..ottt 5,000(13) *
All directors and officers as a group (11 Persons).................ccovvvevere. 575,303 12.2%
Non-management 5% Stockholders:
LG EleCtronics, INC ..ottt 862,500(14) 19.8%
Hummingbird Management, LLC.....c..ccoccouimenimonineciimennennns 477,300(16) 11.0%
Steven A, SheIMAN ..ottt raen s 277,330(15) 6.3%
ANthony SIIVEIMIANL....c...ovviier et 263,267(17) 6.1%
*  Lessthan 1%
(1) Each person named in the table has sole voting and investment power with respect to all common stock

beneficially owned by him, subject to applicable community property law, except as otherwisg indicated.
Except as otherwise indicated, each person may be reached at 4717 East Hilton Avenue, Suite 400,
Phoenix, Arizona 85034.

(2) The percentages shown are calculated based upon 4,349,788 shares of our common stock outstanding on
December 31, 2002. The percentages shown include the shares of common stock that each named
stockholder has the right to acquire within 60 days of December 31, 2002. In calculating ownership
percentage, all shares of common stock that the named stockholder has the right to acquire upon exercise of
stock optiens within 60 days of December 31, 2002 are deemed to be outstanding for the purpose of
computing the percentage of common stock owned by such stockholder, but are not deemed to be
outstanding for the purpose of computing the ownership percentage of any other stockholder. Percentages
may be rounded. Includes, when applicable, shares owned of record by such person's minor children and
spouse and by other related individuals and entities over whose shares of common stock such person has
sole or shared voting control or power of disposition.

(3) Includes 13,300 shares of common stock and 47,500 shares of common stock issuable upon exercise of
options, but excludes 12,500 shares of common stock issuable upon exercise of unvested stock options.

(4) Includes 35,600 shares of common stock and 175,000 shares of common stock issuable upon exercise of
options, but excludes 60,000 shares of common stock issuable upon exercise of unvested stock options.

(5) Includes 43,600 shares of common stock and 18,750 shares of common stock issuable upon exercise of
options, but excludes 56,250 shares of common stock issuable upon exercise of unvested stock options.

(6) Includes 33,750 shares of common stock issuable upon exercise of options, but excludes 11,250 shares of

common stock issuable upon exercise of unvested stock options.
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Includes 3 shares of common stock and 5,000 shares of common stock issuable upon exercise of options,
but excludes 5,000 shares of common stock issuable upon exercise of unvested stock options.

Excludes 50,000 shares of common stock issuable upon exercise of unvested stock options.

Includes 900 shares of common stock and 5,000 shares of common stock issuable upon exercise of stock
options, but excludes 5,000 shares of common stock issuable upon exercise of unvested stock options.
Includes 5,000 shares of common stock issuable upon exercise of stock options, but excludes 5,000 shares
of common stock issuable upon exercise of unvested stock options.

Includes 26,900 shares of common stock and 30,000 shares issuable upon exercise of options, but excludes
5,000 shares of common stock issuable upon exercise of unvested stock options.

Includes (a) 9,500 shares of common stock and 20,000 shares issuable upon exercise of options held by Mr.
Mitchell, and {b) 500 shares of common stock held by Mr. Mitchell as custodian for his children, but
excludes 5,000 shares of common stock issuable upon exercise of unvested stock options held by Mr.
Mitchell.

Includes 5,000 shares of common stock issuable upon exercise of stock options, but excludes 5,000 shares
of common stock issuable upon exercise of unvested stock options.

Represents shares of common stock beneficially owned by LG Electronics Inc. LGE has sole voting power
and sole dispositive power over such shares. LGE acquired the shares of our common stock in connection
with the merger of its minority owned subsidiary, LGIC, with and into LGE during September 2000. The
address of LGE is LG Twin Towers, 20 Yoido-dong, Youngdungpo-gu, Seoul 150-721, Korea.

Includes 95,000 shares of common stock and 75,000 shares issuable upon exercise of options held by Mr.
Sherman; 8,000 shares held by Mr. Sherman as custodian for certain of his children; 86,830 shares held by
Sherman Capital Group, L.L.C., of which Mr. Sherman is the managing member; and 12,500 shares held
by Sherman Capital Partners, L.L.C., of which Mr. Sherman is a managing member. Mr. Sherman
disclaims beneficial ownership of all shares held by Sherman Capital Group, L.L.C. and Sherman Capital
Partners, L.L.C. except to the extent that his individual interest in such shares arises from his interest in
each such entity., The address for Mr. Sherman is 509 Vista Grande Drive, Colorado Springs, Colorado
80906.

Represents 477,300 shares of common stock beneficially owned by Hummingbird Management, LLC (f/k/a
Morningside Value Investors, LLC), as investment manager to The Hummingbird Value Fund, L.P. The
managing member of Hummingbird Management is Paul Sonkin, who also serves as the managing member
of HVF Capital, the general partner of The Hummingbird Value Fund and The Hummingbird Microcap
Value Fund. Hummingbird Management has sole voting and dispositive power over the shares, and
Hummingbird Management disclaims any economic interest or beneficial ownership of the shares.
Information is based solely on a Schedule 13D filed with the Commission on or about June 12, 2002, as
amended on November 26, 2002 and January 3, 2003. The address of Hummingbird Management, LLC is
153 East 53¢ Street, New York, New York 10022. ‘

Represents 263,267 shares of common stock beneficially owned by Anthony Silverman, who has sole
voting and dispositive power of the shares. Information is based solely on a Schedule 13D filed with the
Commission on or about August 7, 2002. The address for Mr. Silverman is 7305 E. Del Acero Drive,
Scottsdale, Arizona 85254,
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Equity Compensation Plan Information

The following table sets forth information with respect to our common stock that may be issued upon the

exercise of stock options under our 1994 Stock Option Plan as of December 31, 2002.

Plan Category

(@)
Number of Securities
to be Issued Upon
Exercise of

Outstanding Options,

Warrants, and Rights

(b)
Weighted Average
Exercise Price of

Outstanding Options,

Warrants, and Rights

(©

Number of Securities

Remaining Available for

Future Issuance Under
Equity Compensation
Plans (Excluding
Securities Reflected in
Column (a))

Equity Compensation
Plans Approved by
Stockholders ... 880,500 $ 2.89 567,000

Equity Compensation
Plans Not Approved
by Stockholders............... - - -

-880.500 $ 289
CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

ITEM 13.

LG Electronics Inc., our principal supplier, owns approximately 20% of our outstanding common stock.
Kyeong Woo Lee, a director of our company from January 2002 until February 2003 and Jong Hwa Chot, a director
of our company since February 2003, are officers of LGE or its affiliates. We purchased approximately $18.5
million of key telephone systems, commercial grade telephones, and voice mail products from LGE and an affiliate
of LGE during 2002. We believe that the purchases from LGE and its affiliate approximate terms that would be
offered by non-related parties. We owed LGE and its affiliate approximately $4.0 million for product purchases as
of December 31, 2002.

We also conduct joint development activities with LGE for the design and development of hardware
incorporated into some of our existing and planned telephone systems and commercial grade telephones. Generally,
LGE contributes the ongoing research and development costs for the product hardware and produces the finished
goods developed under the alliance and we obtain the right to sell such products throughout North America and the
Caribbean.

In July 2001, we entered into a development agreement with LGE under which we will develop for LGE
certain advanced voice messaging technologies. We recorded revenue of $183,000 in 2002 and $210,000 in 2001
for work performed under the development agreement using the percentage of completion method. As of December
31, 2002, LGE had paid us $300,000 pursuant to the agreement.

ITEM 14. CONTROLS AND PROCEDURES

Based on their evaluation, as of a date within 90 days prior to the date of the filing of this report, of the
effectiveness of our disclosure controls and procedures, our Chief Executive Officer and Chief Financial Officer
have each concluded that our disclosure controls and procedures are effective and sufficient to ensure that we
record, process, summarize, and report information required to be disclosed by us in our periodic reports filed under
the Securities Exchange Act within the time periods specified by the Securities and Exchange Commission's rules
and forms.
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Subsequent to the date of their evaluation, there have not been any significant changes in our internal
controls or in other factors that could significantly affect these controls, including any corrective action with regard
to significant deficiencies and material weaknesses.

PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K
(a) Financial Statements and Financial Statement Schedules
(1 Financial Statements are listed in the Index to Consolidated Financial Statements on page F-1 of
this report.
{2) Financial Statement Schedules: Schedule 11, Valuation and Qualifying Accounts is set forth on

page S-3 of this report.
® Reports on Form 8-K.
None.
(c) Exhibits

Exhibit
Number Exhibit

3.1 Amended Certificate of Incorporation of the Registrant (1)

3.2 Amended and Restated Bylaws of the Registrant (1)

4.1 Form of Certificate representing shares of Common Stock, par value $.001 per share (1)

10.13A Vodavi Single Line Telephone Agreement Extension dated April 4, 1997 between Vodavi Communications
Systems, Inc. and L.G. Srithai Electronics Co., Ltd. (2)

10.19 OEM Agreement dated as of June 19, 1995, between Tecom Co., Ltd. and Vodavi Communications
Systems, Inc. (3)

10.23  Amended and Restated Credit Agreement dated as of April 11, 1994 between Vodavi Communications
Systems, Inc. and General Electric Capital Corporation, as Amended and Restated as of June 11, 1997 (2)

10.24  First Amendment to Stock Pledge and Security Agreement dated as of June 11, 1997, between Vodavi
Technology, Inc. and General Electric Capital Corporation (2)

10.25  Security Agreement dated as of June 11, 1997 between Enhanced Systems, Inc. and General Electric
Capital Corporation (2)

10.28  Trademark Security Agreement, dated as of June 11, 1997, by and between Vodavi Communications
Systems, Inc. and General Electric Capital Corporation (2)

10.29  Trademark Security Agreement dated as of June 11. 1997, by and between Enhanced Systems, Inc. and
General Electric Capital Corporation (2)

10.35 Repair and Refurbishment Agreement dated June 24, 1999, between Vodavi Communication Systems, Inc.
and Aztec International LLC (4)

10.36  License Agreement dated May 17, 1999, between Santa Barbara Connected Systems Corporation and
Vodavi Technology, Inc. (4)

10.37  Object Code Software License Agreement dated May 24, 1999, between D2 Technologies, Inc. and Vodavi
Technology, Inc. (4)

10.38  Fourth Amendment to Credit Agreement between Vodavi Communications Systems, Inc. and General
Electric Capital Corporation (5)

10.40  Employment Agreement dated October 1, 1999, between William J. Hinz and Vodavi Technology, Inc. (6)

10.42  Second Amendment to Amended and Restated Credit Agreement dated October 31, 1999, between Vodavi
Communications Systems, Inc. and General Electric Capital Corporation (6)

10.43  Third Amendment to Amended and Restated Credit Agreement dated October 9, 2000, between Vodavi
Communications Systems, Inc. and General Electric Capital Corporation (7)

10.44  Waiver and Amendment of Credit Agreement dated May 11, 2001, between Vodavi Communications
Systems, Inc. and General Electric Capital Corporation (8)
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10.47

10.48

10.49
10.50

10.51
10.52
21
23.1
23.2
99.1

99.2

Sublease Agreement dated August 8, 2001, between Vodavi Communications Systems, Inc. and
SpeedFam-IPEC, Inc. (9)

Employment Agreement, effective October 1, 2001, between Gregory K. Roeper and Vodavi Technology,
Inc. (10}

Second Amended and Restated 1994 Stock Option Plan (amended through May 13, 2002) (11)

Fourth Amendment to Amended and Restated Credit Agreement dated March 4, 2002, between Vodavi
Communications Systems, Inc. and General Electric Capital Corporation

Employnent Agreement, effective January 1, 2003, between David A. Hushand and Vodavi Technology,
Inc.

Employment Agreement, effective October 1, 2003 between Gregory K. Roeper and Vodavi Technology,
Inc. ‘

List of Subsidiaries

Consent of Deloitte and Touche LLP

Statement regarding consent of Arthur Andersen LLP

Certification of the Chief Executive Officer of the Registrant, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer of the Registrant, pursuant to 18 U.S.C. Section of 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Incorporated by reference to Registration Statement on Form S-1 (No. 33-95926) and amendments thereto
which became effective on October 6, 1995.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended June 30,
1997, as filed on August 11, 1997,

Incorporated by reference to the Registrant's Annual Report on Form 10-K for the fiscal year ended
December 31, 1995, as filed on April 1, 1996.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended June 30,
1999, as filed on August 16, 1999.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended
September 30, 1999, as filed on November 12, 1999.

Incorporated by reference to the Registrant's Annual Report on Form 10-K for the fiscal year ended
December 31, 1999, as filed on March 27, 2000.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended
September 30, 2000, as filed on November 14, 2000.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended March
31, 2001, as filed on May 15, 2001,

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended
September 30, 2001, as filed on November 13, 2001.

Incorporated by reference to the Registrant's Annual Report on Form 10-K for the fiscal year ended
December 31, 2002, as filed on March 29, 2002.

Incorporated by reference to Registration Statement on Form S-8 (No. 333-98819) as filed by the
Registrant on August 27, 2002.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

VODAVITECHNOLOGY, INC.

Date: March 24, 2003 By: /s/ Gregory K. Roeper
Gregory K. Roeper
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature Title Date

/s/ William J. Hinz Chairman of the Board March 24, 2003
William J. Hinz
s/ Gregory K. Roeper President, Chief Executive Officer, March 24, 2003
Gregory K. Roeper and Director

{Principal Executive Officer)
/s/ David A. Husband Vice President - Finance, Chief Financial March 24, 2003
David A. Husband Officer, Secretary, and Treasurer

(Principal Financial and Accounting Officer)
/s/ Jack A. Henry Director March 24, 2003
Jack A. Henry
/s/ Jong Hwa_Choi Director March 24, 2003
Jong Hwa Choi
/s/ Stephen A McConnell Director March 24, 2003
Stephen A McConnell
/s/ Emmett E. Mitchell Director March 24, 2003

Emmett E. Mitchell

[s/ Frederick M. Pakis Director March 24, 2003
Frederick M. Pakis
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CERTIFICATION

I, Gregory K. Roeper, certify that:

1. [ have reviewed this annual report on Form 10-K of Vodavi Technology, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations, and cash flows of
the registrant as of, and for, the periods presented in this annual report;

4, ‘The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure contrals and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and
have:

a) Designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

:b) Evaluated the effectiveness of the registrant's disclosure controls and procedures as of a
date within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) Presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation,
to the registrant’s-auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize, and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: March 24, 2003
[s/ Gregory K. Roeper

Gregory K. Roeper
Chief Executive Officer
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CERTIFICATION

I, David A. Husband, certify that:

1. I have reviewed this annual report on Form 10-K of Vodavi Technology, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations, and cash flows of
the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and
have:

a) Designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared,;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a
date within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) Presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation,
to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize, and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: March 24, 2003
/s/ David A. Husband

David A. Husband
Chief Financial Officer
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of Vodavi Technology, Inc.

We have audited the accompanying consolidated balance sheets of Vodavi Technology, Inc. and subsidiaries as of
December 31, 2002 and 2001, and the related consolidated statements of operations, changes in stockholders' equity,
and cash flows for the years then ended. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our audits. The
Company's consolidated financial statements for the year ended December 31, 2000 were audited by other auditors
who have ceased operations. Those auditors expressed an unqualified opinion on those consolidated financial
statements in their report dated February 2, 2001.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of the
Company as of December 31, 2002 and 2001, and the results of their operations and their cash flows for the years
then ended in conformity with accounting principles generally accepted in the United States of America.

As discussed above, the consolidated financial statements of the Company for the year ended December 31, 2000
were audited by other auditors who have ceased operations. As described in Note 1, these financial statements have
been revised to include the transitional disclosures required by Statement of Financial Accounting Standards No.
142, Goodwill and Other Intangible Assets (SFAS 142), which was adopted by the Company as of January 1, 2002.
Our audit procedures with respect to the disclosures in Note 1 with respect to 2000 included (1) comparing the
previously reported net income to the previously issued financial statements and the adjustments to reported net
income representing amortization expense (including any related tax effects) recognized in those periods related to
goodwill, intangible assets that are no longer being amortized, deferred credits related to an excess over cost, equity
method goodwill, and changes in amortization periods for intangible assets that will continue to be amortized as a
result of initially applying SFAS 142 (including any related tax effects) to the Company’s underlying analysis
obtained from management, and (2) testing the mathematical accuracy of the reconciliation of adjusted net income
to reported net income and the related earnings-per-share amounts. In our opinion, the disclosures for 2000 in Note
1 are appropriate. However, we were not engaged to audit, review, or apply any procedures to the 2000 financial
statements of the Company other than with respect to such disclosures and, accordingly, we do not express an
opinion or any other form of assurance on the 2000 financial statements taken as a whole.

DELOITTE & TOUCHE LLP
Phoenix, Arizona
February 14, 2003



REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

THIS REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS IS A COPY OF A REPORT
PREVIOUSLY ISSUED BY ARTHUR ANDERSEN LLP AND HAS NOT BEEN REISSUED BY ARTHUR
ANDERSEN LLP.

To Vodavi Technology, Inc. and Subsidiaries:

We have audited the accompanying consolidated balance sheet of Vodavi Technology, Inc. (a Delaware
corporation) and Subsidiaries as of December 31, 2000, and the related consolidated statements of operations,
changes in stockholders' equity and cash flows for each of the two vears in the period ended December 31, 2000.
These consolidated financial statements are the responsibility of the Company's management. Qur responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Vodavi Technology, Inc. and Subsidiaries as of December 31, 2000, and the results of their operations and their
cash flows for each of the two years in the period ended December 31, 2000, in conformity with accounting
principles generally accepted in the United States.

ARTHUR ANDERSEN LLP
Phoenix, Arizona:
February 2, 2001
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VODAVI TECHNOLOGY, INC. AND SUBSIDIARIES

Consolidated Balance Sheets
In thousands except share amounts

Assets

Current Assets
Cash

Accounts receivable, net of reserves for doubtful accounts

and sales returns of $422 in 2002 and $730 in 2001
Inventories
Income tax receivable
Deferred income taxes
Prepaid expenses and other
Total current assets
Property and equipment, net
Goodwill, net

Deferred Income Taxes

Other Long-Term Assets, net

Liabilities and Stockholders' Equit;

Current Liabilities:

Accounts payable

Accrued liabilities

Accrued rebates

Accounts payable to stockholder

Revolving credit facility borrowings

Total current liabilities

Deferred Income Taxes
Other Long-Term Obligations

Commitments and Contingencies (Note 5)

Stockholders' Equity:

Preferred stock, $.001 par value, 1,000,000 shares authorized;

no shares issued or outstanding

Common stock, $.001 par value, 10,000,000 shares authorized,;
4,668,488 and 4,553,488 shares issued at December 31, 2002

and 2001, respectively
Additional paid-in capital
Accumulated deficit

Treasury stock, at cost; 318,700 shares at December 31, 2002 and 2001

December 31,

2002 2001
$ 1,141 $ 340
6,671 6,996
5,550 5,331
300 839
436 781
731 574
14,829 14,861
1,631 1,581
725 1,638
160 -
43 193
17388 § 18273
$ 1250 $ 1454
969 1,437
564 577
3,965 984
= 2.593
6,748 7,045
- 159
18 41
5 5
13,503 13,363
(2,127) (1,581)
(759) (759)
10,622 11,028
3 17388 3 18273

The accompanying notes are an integral part of these consolidated financial statements.
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VODAVI TECHNOLOGY, INC. AND SUBSIDIARIES

Consolidated Statements of Operations
In thousands except per share amounts

Revenue, net
Cost of Goods Sold
Gross Margin
Operating Expenses:
Engineering and product development
Selling, general and administrative
Operating Income (Loss)

Interest Expense

Income (Loss) Before Income Taxes and Change
in Accounting Principle

Provision for (Benefit from) Income Taxes

Income (Loss) Before Change in Accounting Principle
Change in Accounting Principle, net of taxes

Net Income {Loss)

Basic earnings per share:
Income (loss) before change in accounting principle
Change in accounting principle
Net Income (Loss)

Diluted earnings per share:
Income (loss) before change in accounting principle

Change in accounting principle
Net Income (Loss)

Weighted Average Shares Outstanding:
Basic Average Shares Outstanding
Diluted Average Shares Outstanding

Years Ended December 31,

2002 2001 2000
$ 37328 $ 34,153 $ 47,705
23.879 22,983 30.202
13,449 11,170 17,503
2,333 1,998 1,742
9.831 11,185 14,299
12,164 13,183 16,041
1,285 (2,013) 1,462
97 406 705
1,188 (2,419 757
471 (863) 309
717 (1,556) 448
—(1.263)
5 (546) §_0.506) § 448
$ 0.16 $  (0.37) $ 0.10
—@Lg) - —_—
I (NE) §__(037) i___010
$ 0.16 $  (0.37) $ 0.10
(0.29) - -
§ 013 § (037 § 010
—4.33] —4.23 —4.275
—-4.428 —4.233 —4.300

The accompanying notes are an integral part of these consolidated financial statements.
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VODAVI TECHNOLOGY, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
In thousands

Years ended December 31,
2002 2001 2000

Cash flows from Operating Activities:
Net income (loss) $ (546) 3 (1,556) $ 448
Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation and amortization 635 988 940

Change in accounting principle 1,263 - -

Tax benefit on stock option exercises -- - 193

Provision for doubtful accounts and sales

returns 256 839 628
Deferred taxes 397 16 154
Rent equalization (23) (94) (51)
Changes in working capital:
Accounts receivable 69 3,962 (2,362)
Inventories (199) 1,376 196
Income tax receivable 539 (839) -~
Prepaid expenses and other (148) 296 167
Other long-term assets 3 (6) (191)
Accounts payable (204) 80 32
Accounts payable to stockholder 2,981 {1,398) 734
Accrued liabilities and accrued rebates (520 (50) 615
Net cash flows provided by
operating activities 4503 3614 ___ 1503

Cash flows from Investing Activities:

Cash paid to acquire property and equipment {485) (172) {291)
Cash paid to acquire DataSpeak Systems, Inc. (624) - -
Cash received on notes receivable -- — 114
Net cash flows used in investing
activities v 1,109) I € X)) o am
Cash Flows from Financing Activities:
Payments on revolving credit facility, net (2,593) (3,666) (2,413)
Purchase of common stock - - (714)
Stock options exercised - — 837
Net cash flows used in
financing activities 2,593 3.666 2.290
Change in Cash 801 (224) (964)
Cash, beginning of period 340 264 1,528
Cash, end of period $__114] $§ 340 § 064

The accompanying notes are an integral part of these consolidated financial statements.
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VODAVI TECHNOLOGY, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements
December 31, 2002, 2001 and 2000

1.

Nature of Business and Summary of Significant Accounting Policies

a. Nature of Business

Vodavi Technology, Inc., a Delaware corporation, and subsidiaries (the Company), designs, develops,
markets, and supports a broad range of business telecommunications solutions, including digital and IP-
based telephone systems, voice processing systems, and computer-telephony products for a wide variety of
business applications. The Company markets its products primarily in the United States through a
distribution network consisting of wholesale distributors, direct dealers, and its own sales personnel.

The Company currently obtains most of its products from manufacturers located in South Korea, Thailand,
Taiwan, and the People's Republic of China. While the Company believes that production of its product
lines overseas enhances its profitability, these arrangements expose the Company to certain economic and
political risks. The Company does not own most of the equipment, tools and molds used in the
manufacturing process and has only limited control over the manufacturing of its products. A majority of
these purchases are made from a stockholder (see Note 8). '

b. Customer Concentrations

Sales to the Company's largest distributor, Graybar Electric Company, Inc., accounted for 27%, 27%, and
32% of total revenues during 2002, 2001 and 2000, respectively. During the same periods, sales to the
Company's second largest distributor accounted for an additional 12%, 9%, and 12% of total revenues,
respectively. Accounts receivable from the two largest distributors comprise 43% and 48% of total
accounts receivable as of December 31, 2002 and 2001, respectively. No other customers accounted for
more than 10% of the Company’s revenues.

c. Principles of Consolidation

The consolidated financial statements include the accounts of Vodavi Technology, Inc. and its wholly
owned subsidiaries Vodavi Communications Systems, Inc. (VCS), Vodavi Direct, Inc., and Vodavi-CT,
Inc. (Vodavi-CT), formerly known as Enhanced Systems, Inc. (together herein referred to as the Company).
In February 2002, Vodavi Direct, Inc. was formed as a wholly owned subsidiary of VCS (see Note 2). Asa
result of the discontinuance of the business operations of Vodavi-CT in 2001, this entity was merged into
its parent company in January 2003 and no longer exists. All material intercompany transactions have been
eliminated in consolidation.

d. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires the Company's management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.

Estimates are used in accounting for, among other things, customer incentive programs, allowances for
doubtful accounts and sales returns, price protection, reserves for excess inventory and obsolescence, and
contingencies and litigation. Estimates and assumptions are reviewed periodically and the effects of
revisions are reflected in the consolidated financial statements in the period they are determined to be
necessary.
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e. Inventories

Inventories consist of purchased finished products from a stockholder and other third-party manufacturers
and are stated at the lower of cost (first-in, first-out method) or market. The Company’s assessment of
market value is determined by, among other things, historical and forecasted sales activity, the condition of
specific inventory items, and competitive pricing considerations. When the assessed market value is less
than the historical cost, provision is made in the financial statements to reduce the carrying amount of the
respective inventory items to market value,

The Company generally takes title to inventory upon shipment from the manufacturer.

f. Propertv and Equipment

Property and equipment are stated at cost, less accumulated depreciation. Depreciation is computed using
the straight-line method over the estimated useful lives of the respective assets. Leasehold improvements
are amortized on the straight-line method over the shorter of the estimated useful lives of the assets or the
term of the lease. When property or equipment is sold or otherwise disposed of, the cost and related
accumulated depreciation are removed from the accounts and any resulting gain or loss is reflected in
operations for the period.

Property and equipment and the related useful lives consist of the following as of December 31, 2002 and
2001, respectively.

Useful Life

Type of Asset In Years 2002 2001
{$000) ($000)
Office and computer equipment 5 $ 2,975 $ 2,825
Furniture and fixtures 10 570 409
Tooling and manufacturing equipment 5-8 1.670 1.662
5215 4,896
Less - accumulated depreciation (3.584) (3.315)
: S 1631 §  158]

Depreciaﬁon expense was $485,000, $627,000, and $614,000, for the years ended December 31, 2002,
2001, and 2000, respectively.

g. Goodwill

Goodwill represents the cost in excess of the estimated fair values of assets and liabilities acquired.
Goodwill was being amortized on the straight-line method over 20 years. Amortization expense was $0,
$134,000, and $134,000, for the years ended December 31, 2002, 2001, and 2000, respectively.
Accumulated amortization was $0, and $1,037,000 at December 31, 2002 and 2001, respectively. On
January 1, 2002, the Company changed its method of accounting for goodwill. See note below.

h. Other Long-Term Assets

Other long-term assets consists principally of acquired licensing rights, including a licensing agreement the
Company entered into in 1999 to acquire the licensing and manufacturing rights to certain voice mail
products for $500,000. This agreement was being amortized utilizing a useful life of three years.
Amortization expense related to this asset was $125,000, $167,000 and $167,000 for the years ended
December 31, 2002, 2001 and 2000, respectively. As of December 31, 2002, all licensing-related assets
were fully amortized.
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i. Impairment of Long-Lived Assets

Long-lived assets, excluding goodwill and other intangible assets, are reviewed for impairment whenever
events or circumstances indicate that the carrying amount of the assets may not be recoverable. If events or
changes in circumstances indicate that the carrying amount of the assets may not be recoverable, the
Company compares the carrying value of the assets to the sum of the expected future cash flows
{undiscounted and without interest charges) to be generated by the assets and their ultimate disposition. If
the sum of the undiscounted cash flows is less then the carrying value, the impairment to be recognized is
measured by the amount by which the carrying amount of the assets exceeds the fair value of the assets.
Assets to be disposed are valued at the lower of carrying value or fair value, less costs to sell.

j Recent Accounting Pronouncements

In 2001, the FASB issued Statement No. 141, Accounting For Business Combinations, and Statement No.
142, Goodwill And Other Intangible Assets. These statements modified accounting for business
combinations after June 30, 2001 and affected the Company’s treatment of goodwill and other intangible
assets effective January 1, 2002. The Statements require that goodwill existing at the date of adoption be
reviewed for possible impairment and that impairment tests be performed at least annually, with impaired
assets written-down to fair value. Additionally, existing goodwill and intangible assets must be assessed
and classified consistent with the Statements’ criteria. Intangible assets with estimated useful lives will
continue to be amortized over those periods. Amortization of goodwill and intangible assets with
indeterminate lives will cease.

The Company has determined that upon adoption of these Statements on January 1, 2002, the entire $1.6
million carrying amount of the goodwill was impaired. This determination was based principally on the
total market value of the Company's issued and outstanding common stock on January 1, 2002 of $5.5
million compared to the Company's book value on December 31, 2001 of $11.0 million. The goodwill
impairment was recognized in 2002 as a change in accounting principle, net of $375,000 of income taxes.

The following table sets forth, for the periods presented, pro forma net income (loss) as if we had adopted
SFAS Nos. 141 and 142 from the earliest period presented: ($000's except per share amounts)

Year Ended December 31,
2002 2001 2000
Amount EPS Amount EPS Amount EPS

Income {loss) before change in

accounting principle, as

reported $ 17 $ 016 $ (1.556) $ (0.37) $ 448 $ 010
Add back goodwill amortization,

net of taxes - - 100 0.02 ___100 0.02
Adjusted net income (loss) §__ 117 § 016 $_(1.456) $ (0.39) §_ 548 $__012

In October 2001, the FASB issued SFAS No. 144 "Accounting for Impairment or Disposal of Long-Lived
Assets”. SFAS No. 144 addresses financial accounting and reporting for the impairment or disposal of
long-lived assets. This statement also extends the reporting requirements to report separately, as
discontinued operations, components of an entity that have either been disposed of or are classified as held-
for-sale. We adopted the provisions of SFAS No. 144 effective January 1, 2002. The adoption of this
statement did not have any impact on our financial condition or results from operations.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities.” SFAS No. 146 requires companies to recognize costs associated with exit or disposal activities
when they are incurred rather than at the date of a commitment to an exit or disposal plan. SFAS No. 146
replaced EITF Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and
Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring),” and will apply to
exit or disposal activities initiated after December 31, 2002. We have reviewed the requirements of SFAS
No. 146 and believe the adoption of this statement will not have a material impact on our financial
statements.
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In November 2002, the FASB issued FASB Interpretation Number 45, “Guarantor’'s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantee of the Indebtedness of Others”.
This Interpretation elaborates on the disclosures to be made by a guarantor in its interim and annual
financial statements about its obligations under certain guarantees that it has issued. It also clarifies that a
guarantor is required to recognize, at the inception of a guarantee, a liability for the fair value of the
obligation undertaken in issuing the guarantee. The initial recognition and initial measurement provisions
in this interpretation apply to guarantees issued or modified after December 31, 2002. We have adopted the
disclosure provisions of this interpretation as of December 31, 2002 as presented in Note 4.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensations - A
Transition and Disclosure — an Amendment to SFAS No. 123.” SFAS No. 148 amends SFAS No. 123,
“Accounting for Stock-Based Compensation”, to provide alternative methods of transition for an entity that
voluntarily changes to the fair value based method of accounting for stock-based employee compensation.
It also amends the disclosure provisions of that Statement to require prominent disclosure about the effects
on reported net income of an entity's accounting policy decisions with respect to stock-based employee
compensation. Finally, this Statement amends APB Opinion No. 28, “Interim Financial Reporting”, to
require disclosure about those effects in interim financial information. We have adopted the disclosure
requirements of SFAS No. 148 as of December 31, 2002 as presented in Note 6.

k. Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax basis, and operating loss and tax
credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the pericd that includes the enactment date. A valuation allowance is recorded against deferred tax assets if
it is unlikely that some or all of the deferred tax assets will be realized.

L Revenue Recognition

The Company recognizes revenue when persuasive evidence of an arrangement exists, delivery has
occurred, the fee is fixed and determinable and collectibility is probable. Generally, all of these conditions
are met at the time the Company ships products to customers. Additionally, revenues from software sales
were recognized when delivery had occurred, the license fee was fixed and determinable, collectibility was
reasonably assured and evidence of an arrangement existed. Software maintenance and support revenues
were recognized ratably over the term of the contract, generally twelve months. Revenues from
professicnal services for customization of software are generally recognized under two methods, depending
on contractual terms. Under the time and materials method, revenue is based on a fee-per-hour basis and is
recognized as hours are completed. Under the fixed contract method, a pre-set fee is agreed upon for a
project, and revenue is recognized proportionately to the percentage completion of the project. Revenues
are recorded net of discounts, allowances for sales returns and volume rebates.

m. Engineering and Product Development

All costs associated with internal engineering and product development activities are expensed as incurred.

n. Stock Option Plans

Statement of Financial Accounting Standard (SFAS) No. 123, “Accounting for Stock-Based
Compensation”, encourages entities to recognize as expense over the vesting period the fair value of all
stock-based awards on the date of grant. Alternatively, SFAS No. 123 allows entities to continue to apply
the provisions of APB Opinion No. 25, “Accounting for Stock Issued to Employees”, and provide pro
forma earnings per share disclosures for employee stock option grants as if the fair-value-based methed as
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defined in SFAS No. 123 had been applied. The Company applies the intrinsic value method under APB
No. 25 and provides the pro forma disclosure provisions of SFAS No. 123.

The Company has computed, for pro forma disclosure purposes, the value of all options granted during
2002, 2001, and 2000, using the Black-Scholes option pricing model with the following weighted average
assumptions:

Years Ended December 31,

2002 2001 2000
Risk free interest rate 3.05% 5.03% 6.14%
Expected dividends None None None
Expected lives in years 5.0 5.0 4.9
Expected volatility 76.1% 79.0% 78.1%

No stock-based employee compensation cost is reflected in net income as all options granted under the Plan
had an exercise price equal to or greater than the market price of the underlying common stock on the date
of grant. If the Company had accounted for its stock-based compensation plan using a fair value based
method of accounting as prescribed in SFAS No. 123, the Company's net income and earnings per share
would have been reported as follows:

Years Ended December 31,
2002 2001 2000
(in thousands, except per share amounts)

Net income {loss):

As reported $(546) $(1,556) $448

Fair Value of options granted, net of taxes (131) (126} (158)

Pro forma $(677) _$(1.682) 5290
Earnings (loss) per share:

As reported - basic and diluted $(0.13) $(0.37) $0.10

Pro forma - basic and diluted $(0.16) $ (0.40) $0.07
0. Earnings Per Share

In accordance with SFAS No. 128, “Earnings Per Share”, the Company displays basic and diluted earnings
per share (EPS). Basic EPS is determined by dividing net income by the weighted average number of
common shares outstanding. The basic weighted average number of common shares outstanding excludes
all dilutive securities. Diluted EPS is determined by dividing net income by the weighted average number
of common shares and dilutive securities outstanding.

A reconciliation of the numerator and denominator (weighted average number of shares outstanding) of the
basic and diluted EPS computation is as follows:
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Income (loss) before change in accounting

2002

2001

2000

(In thousands, except per share data)

principal $ 717 $ (1,556) $ 448
Change in accounting principal {1.263) - -
Net income (loss § ___ (546) & (1.556) § 448
Weighted average common shares for basic

earnings per share 4,331 4,235 4,273
Effect of dilutive stock options(1) 97 - 32
Weighted average common shares for diluted

earnings per share — 4428 — 4235 —4.309

Basic earnings per share:

Income before change in accounting principle $ 0.16 $ 0.37) $ 0.10
Change in accounting principle {0.29) - -
Net Income (loss) $§ (013 $ {0.37) $ 0.10

Diluted earnings per share:

Income before change in accounting principle $ 0.16 $ (0.37) $ 0.10
Change in accounting principle 0.29) - -
Net Income (loss) $ 013 $ .37 § 010

(1) Dilutive securities are calculated using the treasury stock method and the average market price during the

period. Options on 625,000, 646,500, and 328,000 shares had an exercise price greater than the average market
price during the years ended December 31, 2002, 2001, and 2000, respectively, and therefore did not enter into the
earnings per share calculation.

p. Fair Value of Financial Instruments

The carrying value of cash, accounts receivable, accounts payable. payable to related parties, and accrued
liabilities dpproximate fair values due to the short-term maturities of these instruments. As the revolving
credit facility bears a variable interest rate at 2.5% over the 30 day commercial paper rate, the carrying
value approximates fair value.

q. Segments

The Company operates in one reportable segment, the distribution of business telecommunications
equipment. Accordingly, the Company has only presented financial information for its one reportable

segment.
r. Reclassifications

Certain reclassifications have been made to the financial statements for the year ended December 31, 2001
to conform-to the current year's presentation.

2. Recent Acquisitions

On March 4, 2002, the Company, through its wholly owned subsidiary Vodavi Direct, Inc., acquired
substantially all of the assets and assumed certain liabilities of DataSpeak Systems, Inc., an Arizona-based
dealer of the Company's products. Under the terms of the purchase agreement, the Company paid cash of
$624,000 and issued 100,000 shares of restricted common stock valued at $135,000 based on the closing
price of the Company's common stock on the date of the acquisition. The purchase price was allocated as
follows (in thousands):
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Inventory $ 20

Prepaid assets 9
Property and equipment 50
Deferred Taxes 9
Goodwill 725
Accrued liabilities (54)

$ 759

3. Special Charges

During the first quarter of 2001, the Company implemented a restructuring plan aimed at reducing its
operating expenses to coincide with its then current sales outlook. Pursuant to the restructuring plan, the
Company reduced its workforce by approximately 20 percent, discontinued its Interactive Voice Response
product group, and implemented broad-based price reductions on certain voice mail products and single-
line telephones. These actions created severance-related obligations of $168,000, estimated shut-down
costs of $265,000, and estimated distributor price protection obligations of §432,000.

Additionally, in light of deteriorating economic and industry conditions and planned introductions of new
products, in the first quarter of 2001 the Company re-evaluated the carrying amount of certain receivables
and inventory items resulting in additional accounts receivable reserve requirements of $328,000 and
inventory impairments of $568,000.

The pre-tax financial impact of these initiatives during 2001 totaled approximately $1.8 million consisting
of both cash and non-cash charges. The following table sets forth the components of these special charges
included in the accompanying consolidated statement of operations for the year ended December 31, 2001:

Amount Inclusion in
(8000} Statement of Qperations
Non-cash Charges:
Inventory impairments $ 568 Cost of goods sold
Allowance for bad debts 328 Selling, general & administrative expenses
Distributor price protection 151 Revenue
Property and equipment 15 Selling, general & administrative expenses
1,062
Cash Charges:
Distributor price protection 281 Revenue
Severance-related costs 168 Selling, general & administrative expenses
Other shut-down costs 250 Selling, general & administrative expenses
699
$ _L76)

The following table sets forth the activity of accrued cash charges for each of the years in the two-year
period ended December 31, 2002: (in thousands)

Balance Balance

Initial 2001 Dec. 31, 2002 Dec. 31,
Balance Payments 2001 Payments 2002
Distributor price protection $ 281 $ (199 $ 86 $ (86) $ -
Severance-related costs 168 (114) 54 (54) -
Other shut-down costs 250 {106) 144 (144) -
$ 699 $  (415) $ 284 $ (284) -
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The following table sets forth for the periods presented the total revenue and operating income (loss)
contributed by the Interactive Voice Response product group that was discontinued in the first quarter of

2001: (in thousands)

Year Ended December 31,
2002 2001 2000
Revenue $ 135 $ 1,331 $ 2,420
Operating income (loss) 73 {359) (186)

Revolving Credit Facility

As of December 31, 2002, VCS had a $15.0 million revolving credit facility with a financial institution.
Available borrowings under the facility are based on eligible inventory and accounts receivable of VCS.
Advances of the credit facility are secured by substantially all of the Company’s assets. Vodavi
Technology, Inc. and Vodavi Direct, Inc. are guarantors under the credit facility. Interest is payable
monthly at a variable rate based on the 30-day commercial paper rate plus 2.50% (3.80% and 4.52% at
December 31, 2002 and 2001, respectively). The credit facility expires in April 2003. At December 31,
2002, there were no outstanding borrowings on the revolving credit facility and $7.0 million available for
use.

The credit agreement contains certain financial covenants that are customary for similar credit facilities and
also prohibits the Company's operating subsidiaries from paying dividends to the Company without the
consent of the financial institution. At December 31, 2002 and 2001, the Company was in compliance with
these financial covenants.

Commitments and Contingencies

a. Legal Matters

The Company was involved in a legal dispute with Paradygm Communications, Inc. and R.C. Patel related
to a strategic alliance agreement. In October 2002, the parties settled the dispute. As a result, the Company
paid Paradygm and Patel $250,000 and incurred an additional $50,000 of legal fees. The financial impact of
the settlement is included in the consolidated financial statements for the year ended December 31, 2002.

From time to time the Company is subject to certain asserted and unasserted claims encountered in the
normal course of business. It is the Company's belief that the resolution of these matters will not have a
material adverse effect on our financial position or results of operations, however, we cannot provide
assurance: that damages that result in a material adverse effect on our financial position or results of

operations will not be imposed in these matters.

b. Operating [ eases

The Company has entered into long-term operating lease agreements for all of its office and warehouse
facilities and certain vehicles. Minimum payments under the Company's lease agreements are as follows:
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Years Ending

December 31 Operating [ eases
(in thousands)

2003 $ 1,094
2004 1,095
2005 881
2006 818
2007 785
Thereafter 3,142
Total minimum lease commitments 7,815
Total minimum noncancellable sublease rentals (374)

$ 7,441

Certain of the Company's lease agreements provide for initial periods of free or discounted rental payments.
Rent expense is recognized on a straight-line basis and was approximately $1.2 million for the year ended
December 31, 2002, and $1.1 million for each of the years ended December 31, 2001, and 2000,
respectively. The difference between rent expensed and rent paid (“rent equalization”) was $23,000,
$94,000, and 351,000 for the years ended December 31, 2002, 2001, and 2000, respectively.

C. 401(k) Profit Sharing Plan

The Company sponsors a profit sharing plan (the 401(k) Plan) pursuant to Section 401(k) of the Internal
Revenue Code of 1986. The 401(k) Plan covers substantially all full-time employees who meet the
eligibility requirements and provides for a discretionary profit sharing contribution by the Company and an
employee elective contribution with a discretionary Company matching provision. The Company expensed
discretionary contributions pursuant to the 401(k) Plan in the amounts of $64,000, $63,000, and $76.000,
for the years ended December 31, 2002, 2001, and 2000, respectively.

Stockholders' Equity

a. Treasury Stock

In the fourth quarter of 1999, the Company began acquiring shares of its common stock in connection with
a stock repurchase program authorized by the Company's Board of Directors in October 1999. That
program authorized the Company to purchase up to 400,000 common shares over a six-month period,
which was subsequently extended through June 2001, on the open market or pursuant to negotiated
transactions at price levels the Company deemed attractive. As of December 31, 2002, the Company had
purchased 318,700 shares at an aggregate cost of $759,000.

b. Vodavi Technologv, Inc. 1994 Stock Option Plan

The Vodavi Technology, Inc. 1994 Stock Option Plan (the Plan), as amended, provides for the granting of
(a) options to purchase shares of the Company's common stock, (b) stock appreciation rights, (c) shares of
the Company's common stock, or (d) other cash awards related to the value of the Company's common
stock. Under the Plan, options and other awards may be issued to key personnel of the Company. The
options issued may be incentive stock options or nongualified stock options. The Plan also includes an
automatic program under which nonqualified options are automatically granted to the Company's
nonemployee directors. If any options terminate or expire without having been exercised in full, the stock
underlying such options will again be available for grant under the Plan. In July 2002, shareholders
approved an increase in the number of shares that may be issued under the plan from 1,100,000 to
1,600,000. The Plan expires in 2004,

To the extent that granted options are incentive stock options, the terms and conditions of those options

must be consistent with the qualification requirements set forth in Section 422 of the Internal Revenue
Code of 1986. The maximum number of shares of common stock that can be granted to any one employee,
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including officers, during the term of the Plan may not exceed 50% of the shares of common stock covered
by the Plan.

The expiration date, maximum number of shares purchasable, and the other provisions of the options are
established at the time of grant. Options may be granted for terms of up to ten years and become
exercisable in whole or in one or more installments at such time as may be determined by the plan
administrator, but the exercise price may not be less than 100% (110% if the option is granted to a
stockholder who at the time the option is granted owns stock representing more than ten percent of the total
combined voting power of all classes of the Company's stock) of the fair market value of the common stock
at the time of the grant.

The following table sets forth the activity under the Plan for each of the years presented:

December 31, 2002 December 31, 2001 December 31, 2000
Weighted Weighted Weighted
Average Average Average
Numberof  Exercise Number of Exercise Number of  Exercise
Options Price Options Price Options Price
Options outstanding at
beginning of period 804,500 § 3.08 725,000 § 3.68 779,800 $ 403
Granted i 112,500 1.70 188,000 1.04 179,500 2.72
Forfeited (36,500) 3.42 (108,500) 349 {81,800) 4.30
Exercised - - - - (152,500 4.00
Options outstanding at end
of period 880,500 $ 2.89 804,500 $ 3.08 725,000 $ 3.68
Options available for grant 567,000 143,000 222,500
Exercisable at end of
period 530,875 § 352 407,375 § 411 334,125 $ 460
Weighted average fair
value of options granted $ 108 s 69 3 18
(1) Excludes the exercise of 58,750 options that were not a part of the Plan.
Options Outstanding Options Exercisable
Weighted- ' '
Number Average Number
Outstanding at Remaining Weighted- Exercisable at Weighted-
Range of December 31, Contractual Life Average December 31, Average
Exercise Prices 2002 (in years) Exercise Price 2002 Exercise Price
$0.99 - $2.78 619,000 7.7 $ 2.01 286,875 $ 2.29
$2.79 - $4.58 102,500 4.5 $ 3.98 102,500 $ 3.98
$4.59 - $7.00 159,000 2.3 $ 5.63 141,500 $ 5.68
880,500 $ 2.89 530,875 $ 3.52
7. Income Taxes

The Company files a consolidated federal income tax return. The income tax provision (benefit) is
comprised of the following:
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2002 2001 2000

(in thousands)
Current $ 74 $ (879) $ 463
Deferred 397 16 (154)
$ 471 $ (863) $ 309

The Company provides for deferred income taxes resulting from temporary differences between amounts
reported for financial accounting and income tax purposes. The components of deferred income taxes at
December 31, 2002 and 2001, were as follows:

2002 2001
(in thousands)

Current deferred tax assets:

Receivable reserves $ 73 $ 226

UNICAP adjustment 79 84

Other accruals 200 372

Research and development credits 84 99

=& 436 $ 781

Long-term deferred tax assets (liabilities):

State net operating losses $ 68 $ 82

Depreciation and amortization differences 92 (241)

A reconciliation of the federal income tax rate to the Company's effective income tax rate is as follows:

2002 2001 2000
Federal statutory tax rate 34.0% (34.0)% 34.0%
State taxes, net 3.3 (3.3) 3.3
Research and development tax credits (2.8) (3.1) (13.9)
Non-deductible expenses and other permanent
differences 5.1 4.7 17.4
39.6% (35.7)% 40.8%

During 2001, the Company generated approximately $2.4 million in state net operating loss carryforwards.
These losses can only be carried forward to offset income in future years,

Related Party Transactions

LG Electronics Inc. (LGE), the Company's principal supplier, owned approximately 20% of the Company's
outstanding common stock at December 31, 2002 and has a designated member on the Company’s board of
directors. The Company purchased approximately $18.5 million, $15.4 million, and $20.6 million of key
telephone systems, commercial grade telephones, and voice mail products from LGE and an affiliate of
LGE during 2002, 2001, and 2000, respectively. The Company owed LGE apd its affiliate a total of
$3,965,000 and $984,000 for product purchases at December 31, 2002 and 2001, respectwely During
2002, the Company’s payment terms with LGE and its affiliate were changed from 30 days to 60 days after
shipment. Current balances are non-interest bearing.

The Company conducts joint development activities with LGE for the design and development of hardware
incorporated into some of the Company's existing and planned telephone systems and commercial grade
telephones. Generally, LGE contributes the ongoing research and development costs for the product
hardware and produces the finished goods developed under the alliance, and the Company obtains the right
to sell such products throughout North America and the Caribbean.
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In July 2001, the Company entered into a development agreement with LGE under which the Company
will develop for LGE certain advanced voice messaging technologies. The Company recorded revenue of
$183,000 during 2002 and $210,000 during 2001 for work performed under the development agreement
using the percentage of completion method. As of December 31, 2002, LGE had made cash payments to

the Company of $300,000 pursuant to the agreement.

Supplemental Cash Flow Information

Cash paid for interest and income taxes for the years ended December 31, 2002, 2001, and 2000 was as

follows:

2002
Interest $ 97
Income'taxes $ 401

Supplemental schedule of non-cash activities:

Common Stock issued to acquire DataSpeak Systems, Inc.
Common Stack issued in lieu of emplayee cash bonus
Tax effect of expired warrants

2001 2000
(in thousands)

$ 406 $ 705
$ - $ 368

2002

(in thousands)

$ 135

$ 15

$ (10)

There were no non-cash activities during the years ended December 31, 2001 or 2000.
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10. Summary of Quarterly Results (unaudited): (in thousands, except per share amounts)

2002

Revenue, net

Gross margin

Income (loss) before income taxes
and change in accounting principle

Provision (benefit) for income taxes

Income before change in accounting
principle

Change in accounting principle

Net income (loss)

Diluted earnings (loss) per share

2001

Revenue, net

Gross margin

Income (loss) before income taxes and
change in accounting principle

Provision (benefit) for income taxes

Income before change in accounting
principle

Change in accounting principle

Net income (loss)

Diluted earnings (loss) per share

First Second Third Fourth
Quarter Quarter Quarter Quarter
$ 879 $ 9459 10,541 $ 8538
3,151 3,463 3,941 2,894
279 499 366 44
112 197 145 17
167 302 221 27
(1,263) . . N
$ (1,096) % 302 221 $ 27
$§ (026 % 0.07 0.05 $§ 001
$ 6,060 $ 9,603 9,664 § 8,826
1,152 3,442 3,473 3,103
(3,291) 258 422 192
(1,207) 99 169 76
(2,084) 159 253 116
$ (2.084) % 159 253 $ 116
$ (049 § 0.04 0.06 $ 003
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Year

37,328
13,449

1,188
471

717
(1,263)
(546)
(0.13)

34,153
11,170

(2,419)
(863)

(1,556)

{1,5586)
(0.37)



INDEPENDENT AUDITORS' REPORT ON SCHEDULES

To the Board of Directors and Stockholders of
Vodavi Technology, Inc.
Phoenix, Arizona

We have audited the consolidated financial statements of Vodavi Technology, Inc. and subsidiaries (the
"Company") as of December 31, 2002 and 2001 and for the years then ended, and have issued our report thereon
dated February 14, 2003; such financial statements and report are included elsewhere in this annual report on Form
10-K of Vodavi Technology, Inc. and subsidiaries. Our audits also included the consolidated financial statement
schedules for 2002 and 2001 of Vodavi Technology, Inc. and subsidiaries, listed in the Index to Consolidated
Financial Statements and Schedule. The financial statement schedules are the responsibility of the Company's
management. Our responsibility is to express an opinion based on our audits. In our opinion, such 2002 and 2001
consolidated financial statement schedules, when considered in relation to the basic 2002 and 2001 consolidated
financial statements taken as a whole, present fairly in all material respects the information set forth therein.

DELOITTE & TOUCHE LLP

Phoenix, Arizona
February 14, 2003
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

THIS REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS IS A COPY OF A REPORT PREVIOUSLY
ISSUED BY ARTHUR ANDERSEN LLP AND HAS NOT BEEN REISSUED BY ARTHUR ANDERSEN LLP.

To Vodavi Technology, Inc. and subsidiaries:

We have audited, in accordance with auditing standards generally accepted in the United States, the consolidated
financial statements of Vodavi Technology, Inc. and Subsidiaries (the Company) as of December 31, 2000 and for
each of the two years in the period ended December 31, 2000, included in this Form 10-K, and have issued our
report thereon dated February 2, 2001. Our audits were made for the purpose of forming an opinion on those
statements taken as a whole. The schedule included at page S-3 is the responsibility of the Company's management
and is presented for purposes of complying with the Securities and Exchange Commission’s rules and is not part of
the basic financial statements. This schedule, for the two years ended December 31, 2000, has been subjected to the
auditing procedures applied in the audits of the basic financial statements and, in our opinion, fairly states in all
material respects the financial data required to be set forth therein in relation to the basic financial statements taken
as a whole.

ARTHUR ANDERSEN LLP

Phoenix, Arizona
February 2, 2001
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SCHEDULE II
Valuation and Qualifying Accounts
For the years ended December 31, 2002, 2001, and 2000

In thousands

2002 2001 2000

Reserves for doubtful accounts and sales returns:

Balance at beginning of year $ 730 $ 1,582 $ 1,239

Provision charged to expense 256 839 628

Wirite-offs (564) (1,691) (285)

Balance at end of year $ 422 $ 730 $1,682
Restructuring reserve:

Balance at beginning of year $ 284 $ - 5 -

Provision charged to expense - 699 -

Payments (284) (415) -

Balance at end of year $ - $ 284 $ -
Reserves for excess and obsolete inventory:

Balance at beginning of year $ 621 $§ 741 $ 433

Provision charged to expense 290 1,027 331

Write-offs (567) (1,147) (23)

Balance at end of year $ 344 $ 621 § 741
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EXHIBIT INDEX

Exhibit

Amended Certificate of Incorporation of the Registrant (1)

Amended and Restated Bylaws of the Registrant (1)

Form of Certificate representing shares of Commeon Stock, par value $.001 per share (1)

Vodavi Single Line Telephone Agreement Extension dated April 4, 1997 between Vodavi Communications
Systems, Inc. and L.G. Srithai Electronics Co., Ltd. (2)

OEM Agreement dated as of June 19, 1995, between Tecom Co., Ltd. and Vodavi Communications
Systems, Inc. (3)

Amended and Restated Credit Agreement dated as of April 11, 1994 between Vodavi Communications
Systems, Inc. and General Electric Capital Corporation, as Amended and Restated as of June 11, 1997 (2)
First Amendment to Stock Pledge and Security Agreement dated as of June 11, 1997, between Vodavi
Technology, Inc. and General Electric Capital Corporation (2)

Security Agreement dated as of June 11, 1997 between Enhanced Systems, Inc. and General Electric
Capital Corporation (2)

Trademark Security Agreement, dated as of June 11, 1997, by and between Vodavi Communications
Systems, Inc. and General Electric Capital Corporation (2)

Trademark Security Agreement dated as of June 11, 1997, by and between Enhanced Systems, Inc. and
General Electric Capital Corporation (2)

Repair and Refurbishment Agreement dated June 24, 1999, between Vodavi Communication Systems, Inc.
and Aztec International LLC (4)

License Agreement dated May 17, 1999, between Santa Barbara Connected Systems Corporation and
Vodavi Technology, Inc. (4)

Object Code Software License Agreement dated May 24, 1999, between D2 Technologies, Inc. and Vodavi
Technology, Inc. (4)

Fourth Amendment to Credit Agreement between Vodavi Communications Systems, Inc. and General
Electric Capital Corporation (5)

Employment Agreement dated October 1, 1999, between William J. Hinz and Vodavi Technology, Inc. (6)
Second Amendment to Amended and Restated Credit Agreement dated October 31, 1999, between Vodavi
Communications Systems, Inc. and General Electric Capital Corporation (6)

Third Amendment to Amended and Restated Credit Agreement dated October 9, 2000, between Vodavi
Communications Systems, Inc. and General Electric Capital Corporation (7)

Waiver and Amendment of Credit Agreement dated May 11, 2001, between Vodavi Communications
Systems, Inc. and General Electric Capital Corporation (8)

Sublease Agreement dated August 8, 2001, between Vodavi Communications Systems, Inc. and
SpeedFam-IPEC, Inc. (9)

Employment Agreement, effective October 1, 2001, between Gregory K. Roeper and Vodavi Technology,
Inc. (10)

Second Amended and Restated 1994 Stock Option Plan (amended through May 13, 2002) (11)

Fourth Amendment to Amended and Restated Credit Agreement dated March 4, 2002, between Vodavi
Communications Systems, Inc. and General Electric Capital Corporation

Employment Agreement, effective January 1, 2003, between David A. Husband and Vodavi Technology,
Inc. .

Employment Agreement, effective October 1, 2003 between Gregory K. Roeper and Vodavi Technology,
Inc.

List of Subsidiaries

Consent of Deloitte and Touche LLP

Statement regarding consent of Arthur Andersen LLP

Certification of the Chief Executive Officer of the Registrant, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer of the Registrant, pursuant to 18 U.S.C. Section of 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.




Incorporated by reference to Registration Statement on Form S-1 {No. 33-95926) and amendments thereto
which became effective on October 6, 1995.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended June 30,
1997, as filed on August 11, 1997.

Incorporated by reference to the Registrant's Annual Report on Form 10-K for the fiscal year ended
December 31, 1995, as filed on April 1, 1996.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended June 30,
1999, as filed on August 16, 1999.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended
September 30, 1999, as filed on November 12, 1999.

Incorporated by reference to the Registrant's Annual Report on Form 10-K for the fiscal year ended
December 31, 1999, as filed on March 27, 2000.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended
September 30, 2000, as filed on November 14, 2000.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended March
31, 2001, as filed on May 15, 2001.

Incorporated by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter ended
September 30, 2001, as filed on November 13, 2001.

Incorporated by reference to the Registrant's Annual Report on Form 10-K for the fiscal year ended
December 31, 2002, as filed on March 29, 2002.

Incorporated by reference to Registration Statement on Form S-8 (No. 333-98819) as filed by the
Registrant on August 27, 2002.



EXHIBIT 21

LIST OF SUBSIDIARIES
Name State of Incorporation
Vodavi Communications Systems, Inc, Arizona
Vodavi Direct, Inc.(1) Arizona

(1) Vodavi Direct, Inc. is a wholly owned subsidiary of Vodavi Communications Systems, Inc.




EXHIBIT 23.1
INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference in Registration Statement Nos. 333-08437 and 333-98819 on Form S-8
of our report dated February 14, 2003, relating to the consolidated financial statements of Vodavi Technology, Inc.
and subsidiaries as of and for the years ended December 31, 2002 and 2001 (which report expresses an unqualified
opinion and includes explanatory paragraphs relating to (i) the adoption of a new accounting principle and (i} the
application of procedures relating to certain other disclosures related to the 2000 consolidated financial statements
that were audited by other auditors who have ceased operations and for which we have expressed no opinion or
other form of assurance other than with respect to such disclosures) appearing in this Annual Report on Form 10-K
of Vodavi Technology, Inc. and subsidiaries for the year ended December 31, 2002.

DELOITTE & TOUCHE LLP
Phoenix, Arizona
March 28, 2003




EXHIBIT 23.2

NOTICE REGARDING CONSENT OF ARTHUR ANDERSEN LLP

Section 11(a) of the Securities Act of 1933 provides that if any part of a registration statement, when such
part became effective, contained an untrue statement of a material fact, or omitted to state a material fact required to
be stated therein or necessary to make the statements therein not misleading, any person acquiring a security
pursuant to such registration statement (unless it is proved that at the time of such acquisition such person knew of
such untruth or omission) may sue, among others, every accountant who has consented to be named as having
prepared or certified any part of the registration statement, with respect to the statement in such registration
statement, report, or valuation, which purports to have been prepared or certified by the accountant.

On September 25, 2001, we dismissed Arthur Andersen LLP as our independent auditors. Prior to the date
of filing this Form 10-K, Arthur Andersen ceased operations. After reasonable efforts, we have been unable to
obtain Arthur Andersen’s written consent to the incorporation by reference of Arthur Andersen’s audit report with
respect to our financial statements as of and for the year ended December 31, 2000 into our Registration Statements
(Reg. Nos. 333-08437 and 333-98819). Such audit report is included in this Form 10-K.

Under these circumstances, Rule 437a under the Securities Act of 1933 permits us to file this Form 10-K, which is
incorporated by reference into the above listed registration statements, without a written consent from Arthur
Andersen. However, as a result, Arthur Andersen will not have any liability under Section 11(a) of the Securities
Act for any untrue statements of a material fact contained in the financial statements audited by Arthur Andersen or
any omissions of a material fact required to be stated therein. Accordingly, you would be unable to assert a claim
against Arthur Andersen under Section 11(a) of the Securities Act. We believe, however, that other persons who are
liable under Section 11(a) of the Securities Act, including our officers and directors, may still rely on Arthur
Andersen’s audit reports as being made by an expert under the due diligence defense provision of Section 11(b) of
the Securities Act. The law in this area remains unsettled, however, and no assurance can be given that a court will
find such reliance to be justified.



Exhibit 99.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Vodavi Technology, Inc. (the “Company”) for the
year ended December 31, 2002, as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Gregory K. Roeper, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as
adopted pursuant to § 806 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934 (15 U.S.C. 78m(a) or 780(d)); and

2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

{s/ Gregory K. Roeper
Gregory K. Roeper
Chief Executive Officer
March 24, 2003




Exhibit 99.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Vodavi Technology, Inc. (the “Company”) for the
year ended December 31, 2002, as filed with the Securities and Exchange Commission on the date hereof (the
“Report”}, I, David A. Husband, Chief Financial Officer of the Company, certify, to my best knowledge and belief,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(3) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934 (15 U.S.C. 78m(a) or 780(d)); and

(4) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

/s/ David A. Husband
David A. Husband
Chief Financial Officer
March 24, 2003







SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

VODAVI TECHNOLOGY, INC.
CONSOLIDATED BALANCE SHEETS
in thousands, except share amounts

June 30,
2003 December
(Unaudited) 31,2002
CURRENT ASSETS:
Cash $ 135 $ 1141
Accounts receivable, net of reserves for doubtful accounts
and sales returns of $503 and $422, respectively 7,296 6,671
Inventory . 5328 5,550
Income tax receivable - 300
Deferred income taxes 436 436
Prepaids and other current assets 5N 73]
Total current assets 13,766 14,829
PROPERTY AND EQUIPMENT, net 1,639 1,631
GOODWILL 725 725
DEFERRED TAXES 160 160
OTHER LONG-TERM ASSETS 81 43
$ 16,371 $ 17,388
CURRENT LIABILITIES:
Accounts payable $ 802 $ 1,250
Accrued liabilities 1,436 1,551
Accounts payable to stockholder 3,627 3,965
Current portion of long-term debt 200 -
Revolving credit facility 487 -
Total current liabilities 6552 6766
Long-term debt 800
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY:
Preferred stock, $.001 par value; 1,000,000 shares authorized,
no shares issued
Common stock, $.001 par value; 10,000,000 shares authorized;
3,839,289 and 4,668,488 shares issued 4 5
Additional paid-in capital 11,441 13,503
Accumulated deficit (1,667) (2,127)
Treasury stock, 318,700 shares at cost (759) (759)
9,019 10,622
$ 16,371 $ 17,388

The accompanying notes are an integral part of these consolidated balance sheets.



VODAVI TECHNOLOGY, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
In thousands except per share amounts

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2003 2002 2003 2002
REVENUE, net $ 10214 $ 9459 $ 19277 % 18,249
COST OF GOQDS SOLD 6770 5,996 12.654 11.634
GROSS MARGIN 3444 3,463 6,623 6615
OPERATING EXPENSES:
Engineering and product development 517 569 1,070 1,059
Selling, general and administrative 2,348 2,367 4737 4,719
2,865 2,936 5.807 5778
OPERATING INCOME 579 527 816 837
INTEREST EXPENSE 27 28 52 59
INCOME BEFORE INCOME TAXES AND CHANGE IN
ACCOUNTING PRINCIPLE 552 499 764 778
INCOME TAX PROVISION 219 197 304 309
INCOME BEFORE CHANGE IN ACCOUNTING
PRINCIPLE 333 302 460 469
CHANGE IN ACCOUNTING PRINCIPLE,
net of tax {1,263)
NET INCOME (LOSS) $ 333 $ 302 $ 460§ (794)
EARNINGS PER COMMON SHARE:
Basic
Income before change in accounting principle $ 008 % 0.07 $ o011 s 011
Change in accounting principle - - - (0.29)
Net income (l0ss) $ 008 % 0.07 $ 011 $ (018
Diluted
Income before change in accounting principle $ 008 % 0.07 $ 010 § oM
Change in accounting principie - - - {0.29)
Net income (loss) $ 008 $ 0.07 $ 010 $ (018
WEIGHTED AVERAGE SHARES OUTSTANDING:
Basic 4,193 4,350 4,271 4311
Diluted 4,354 4,462 4,407 4,391

The accompanying notes are an integral part of these consolidated financial statements.



VODAVi TECHNOLOGY, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
In thousands
(Unaudited)

Six Months Ended
June 30,

2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) ' $ 460 $  (794)
Adjustments to reconcile net income (loss) to net cash
flows (used in) provided by operating activities:

Depreciation and amortization 234 352
Deferred rent obligations (4) (16)
Change in accounting principle - 1,263
Changes in working capital:
Accounts receivable, net (625) (267)
Inventory 222 1,682
Income tax receivable 300 839
Prepaids and other current assets 160 (85)
Other long-term assets and deferred taxes (38) (9)
Accounts payable and payable to stockholder (786) 523
Accrued liabilities (111 (398)
Net cash flows provided by (used in) operating activities {188) 3.090
CASH FLOWS FROM INVESTING ACTIVITIES:
Cash paid to acquire property and equipment (242) (386)
Cash paid to acquire DataSpeak Systems, Inc. - (624)
Net cash flows used in investing activities (242) (1,010)

CASH FLOWS FROM FINANCING ACTIVITIES:

Net advances (payments) on revolving credit facility 487 (1,768)
Borrowings on term loan 1,000 -
Stock repurchase (2,063) -
Net cash flows used in financing activities (576) (1,768)
CHANGE IN CASH (1,0086) 312
CASH, beginning of period 1,141 340
CASH, end of period $ 135 $ 652

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest $ 27 $ 59

SUPPLEMENTAL DISCLOSURE OF NON-CASH
INVESTING AND FINANCING ACTIVITIES:
Common stock issued to acquire DataSpeak Systems, Inc. $ - $ 135

The accompanying notes are an integral part of these consolidated financial statements.



VODAVI TECHNOLOGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2003
Unaudited

(a) INTERIM FINANCIAL REPORTING

The accompanying unaudited Consolidated Financial Statements have been prepared by Vodavi Technology, Inc.
and subsidiaries (“Vodavi” or the “Company”) pursuant to the rules and regulations of the Securities and Exchange
Commission (“SEC”) and, in the opinion of management, include all adjustments (consisting of normal recurring
accruals and adjustments) necessary for a fair presentation of results of operations, financial position, and cash flows
as of and for the periods presented.

The preparation of financial statements and related disclosures in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and revenue and expenses during the period reported. Actual results could differ from those
estimates. Estimates are used in accounting for, among other things, customer incentive programs, allowances for
bad debts and sales returns, inventory obsolescence, product warranty, depreciation, taxes and other contingencies.
Estimates and assumptions are reviewed periodically and the effects of revisions are reflected in the Consclidated
Financial Statements in the period they are determined to be necessary.

The results for the six months ended June 30, 2003 are not necessarily indicative of financial results for the full year.

These financial statements should be read in conjunction with the audited Consolidated Financial Statements and
notes thereto included in Vodavi's Annual Report on Form 10-K for the year ended December 31, 2002.

[SPACE INTENTIONALLY LEFT BLANK]




(b) CALCULATION OF EARNINGS PER SHARE

In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 128, “Earnings Per Share”, the
Company displays basic and diluted earnings per share (EPS}). Basic EPS is determined by dividing net income (loss)
by the weighted average number of common shares outstanding. The basic weighted average number of common
shares outstanding excludes all dilutive securities. Diluted EPS is determined by dividing net income by the
weighted average number of common shares and dilutive securities outstanding.

A reconciliation of the numerator and denominator (weighted average number of shares outstanding) of the basic
and diluted EPS computation is as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2003 2002 2003 2002
(In thousands)
Income before change in accounting principle § 333  § 302 $ 460 3 469
Change in accounting principle - - - (1,263)
Net income (loss) $ 333 $ 302 $ 460 $ (794
Weighted average common shares:

Basic 4,193 4,350 4,271 4,311
Effect of dilutive stock options (1) 161 112 136 80
Diluted 4,354 4,462 4,407 4,391
Anti-dilutive stock options (1) 600 603 607 606

(1) Dilutive securities are calculated using the treasury stock method and the average market price during the
period. If an option's strike price is less than the average market price during the reporting period, the option is
dilutive. If an option’s strike price is greater than the average market price during the reporting period, the
option is anti-dilutive and is not included in the weighted average common shares calculation. All options are
anti-dilutive in reporting periods that result in a loss, excluding extraordinary items, regardless of the average
market price.

(0) STOCK OPTION PLANS

Statement of Financial Accounting Standard ("SFAS") No. 123, “Accounting for Stock-Based Compensation”,
encourages entities to recognize as expense over the vesting period the fair value of all stock-based awards on the
date of grant. Alternatively, SFAS No. 123 allows entities to continue to apply the provisions of APB Opinion No.
25, *Accounting for Stock Issued to Employees”, and provide pro forma earnings per share disclosures for employee
stock option grants as if the fair-value-based method as defined in SFAS No. 123 had been applied. The Company
applies the intrinsic value method under APB No. 25 and provides the pro forma disclosure provisions of SFAS No.
123.

No stock-based employee compensation cost is reflected in net income as ail options granted under the Plan had an
exercise price equal to or greater than the market price of the underlying common stock on the date of grant. If the
Company had accounted for its stock-based compensation plan using a fair value based method of accounting as
prescribed in SFAS No. 123, the Company's net income and earnings per share would have been reported as follows:



Three Months Ended Six Months Ended
June 30, June 30,
2003 2002 2003 2002

{In Thousands, Except Per Share Amounts)

Net income (loss):

As reported $ 333 $ 302 $ 460 $ (794
Options expense, net of taxes 29 31 61 57
Pro forma net income (Joss) $ 304 § 271 $ 399 $_(851)
Earnings (loss) per share:
As reported - Basic $ 0.08 $ 0.07 $ 0.11 $ (0.18)
As reported - Diluted 0.08 0.07 0.10 (0.18)
Pro forma - Basic 0.07 0.06 0.09 (0.20)
Pro forma - Diluted $ 0.07 $ 0.06 $ 0.09 $ (0.19

(d) SEGMENT REPORTING

The Company operates in one reportable segment, the distribution of business telecommunications equipment.
Accordingly, the Company has only presented financial information for its one reportable segment.

{(e) CREDIT AGREEMENT

In April 2003, the Company entered into a credit agreement with Comerica Bank-California ("Comerica”), which
established a $5.0 million revolving line of credit facility and a $1.0 million term loan (the “Credit Facility”). Advances
under the Credit Facility are based upon eligible accounts receivable and inventory of the Company’s wholly owned
subsidiary Vodavi Communications Systems, Inc. and are secured by substantially all of the Company’s assets. The
Credit Facility contains covenants that are customary for similar credit facilities and also prohibits our operating
subsidiaries from paying dividends to our company without the consent of Comerica.

The $5.0 million revolving line of credit bears interest at Comerica’s prime rate (4.0% as of June 30, 2003) and requires
monthly payments of interest only with all unpaid principal and accrued interest due at its expiration in April 2005. If
the Company is unable to reduce the principal balance on the line of credit to zero for at least thirty consecutive days
during any fiscal year, then any remaining balance will be converted into a term loan, or term balance, as defined in
the agreement. In addition to interest on the term balance, the Company will be required to make menthly payments
of principal in an amount sufficient to fully amortize the term balance over a thirty-six month period.

The $1.0 million term loan was available to the Company only for the purpose of acquiring its common stock.
Advances on the term loan bear interest at Comerica’s prime rate plus 0.5%, or 4.5% as of June 30, 2003. In addition
to interest on the term loan, the Company will be required to make monthly payments of principal in an amount
sufficient to fully amortize the term loan over a sixty-month period with all unpaid principal and accrued interest due
in thirty-six months, or by June 2006.

() SELF TENDER OFFER -~ STOCK REPURCHASE

In May 2003, the Company commenced a self-tender offer to purchase up to 1,000,000 shares of its common stock for
$2.40 per share. On June 13, 2003, the Company repurchased 829,199 shares of its common stock at $2.40 per share
pursuant to the tender offer. The purchase price of approximately $2.1 miltion, which includes offering costs of
approximately $73,000, is recorded as reductions to common stock and additional paid in capital in the accompanying
consolidated balance sheet as of June 30, 2003.



(g) CHANGE IN ACCOUNTING PRINCIPLE AND RECENT ACCOUNTING PRONOUNCEMENTS

In 2001, the Financial Accounting Standards Board ("FASB”) issued SFAS No. 141, Accounting For Business
Combinations, and SFAS No. 142, Goodwill And Other Intangible Assets. These statements modified accounting
for business combinations after June 30, 2001 and affected the Company’s treatment of goodwill and other intangible
assets effective January 1, 2002. The statements require that goodwill existing at the date of adoption be reviewed for
possible impairment and that impairment tests be performed at least annually, with impaired assets written-down to
fair value. Additionally, existing goodwill and intangible assets must be assessed and classified consistent with the
statements’ criteria. Intangible assets with estimated useful lives will continue to be amortized over those periods.
Amortization of goodwill and intangible assets with indefinite lives will cease.

The Company determined that upon adoption of these statements on January 1, 2002, the $1.6 million carrying
amount of the goodwill as of that date was impaired. The goodwill impairment was recognized in 2002 as a change in
accounting principle, net of $375,000 of income taxes.

In October 2001, the FASB issued SFAS No. 144 "Accounting for Impairment or Disposal of Long-Lived Assets".
SFAS No. 144 addresses financial accounting and reporting for the impairment or disposal of long-lived assets. This
statement also extends the reporting requirements to report separately, as discontinued operations, components of
an entity that have either been disposed of or are classified as held-for-sale. We adopted the provisions of SFAS No.
144 effective January 1, 2002. The adoption of this statement did not have any impact on our financial condition or
results from operations.

In June 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities.”
SFAS No. 146 requires companies to recognize costs associated with exit or disposal activities when they are
incurred rather than at the date of a commitment to an exit or disposal plan. SFAS No. 146 replaced EITF Issue No.
94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity {including
Certain Costs Incurred in a Restructuring),” and applies to exit or disposal activities initiated after December 31, 2002.
The requirements of SFAS No. 146 will not be required unless and until the Company has a future exit or disposal
activity.

In November 2002, the FASB issued FASB Interpretation Number 45, “Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantee of the Indebtedness of Others”. This Interpretation
elaborates on the disclosures to be made by a guarantor in its interim and annual financial statements about its
obligations under certain guarantees that it has issued. It also clarifies that a guarantor is required to recognize, at
the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee. The
initial recognition and initial measurement provisions in this interpretation apply to guarantees issued or modified
after December 31, 2002. We have adopted the disclosure provisions of this interpretation.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensations — A Transition and
Disclosure - an Amendment to SFAS Ne. 123.” SFAS No. 148 amends SFAS No. 123, “Accounting for Stock-Based
Compensation”, to provide alternative methods of transition for an entity that voluntarily changes to the fair value
based method of accounting for stock-based employee compensation. It also amends the disclosure provisions of
that Statement to require prominent disclosure about the effects on reported net income of an entity's accounting
policy decisions with respect to stock-based employee compensation. Finally, this statement amends APB Opinion
No. 28, “Interim Financial Reporting”, to require disclosure about those effects in interim financial information. We
have adopted the disclosure requirements of SFAS No. 148 as of December 31, 2002.

(h) COMMITMENTS AND CONTINGENCIES

The Company is subject to certain asserted and unasserted claims encountered in the normal course of business.
The Company believes that the resolution of these matters will not have a material adverse effect on its financial
position or results of operations. The Company cannot provide assurance, however, that damages that result in a
material adverse effect on its financial position or results of operations will not be imposed by these matters.



ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Business Overview

We design, develop, market, and support a broad range of business telecommunications sclutions, including
telephony products, voice processing products, and computer-telephony products for a wide variety of business
applications. Our telecommunications solutions incorporate sophisticated features, such as automatic call
distribution and Internet protocol, or IP, gateways. Our voice processing products include interactive voice
response systems, automated attendant, and voice and fax mail. Our computer-telephony products enable users to
integrate the functionality of their telephone systems with their computer systems. We market our products primarily
in the United States as well as in foreign countries through a distribution model consisting primarily of wholesale
distributors and:direct dealers.

Critical Accounting Policies and Estimates

Management's Discussion and Analysis of Financial Condition and Results of Operations discusses our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires us to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. On an on-going basis, we evaluate our estimates and judgments, including those related to
customer incentives, bad debts, sales returns, excess and obsolete inventory, and contingencies and litigation. We
base our estimates and judgments on historical experience and on various other factors that are reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates
used in the preparation of our consolidated financial statements:

Customer Incentives

We record reductions to revenue for customer incentive programs, including special pricing agreements,
price protection-for our distributors, promotions, and other volume-related rebate programs. Such reductions to
revenue are estimates, which are based on a number of factors, including our assumptions related to customer
redemption rates, sales volumes, and inventory levels at our distributors. If actual results differ from our original
assumptions, revisions are made to our estimates that could result in additional reductions to our reported revenue in
the period the revisions are made. Additionally, if market conditions were to decline, we may take actions to increase
the level of customer incentive offerings that could result in an incremental reduction of revenue in the period in
which we offer the incentive.

Bad Debts

We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our
customers to make required payments. If the financial condition of our customers were to deteriorate, resulting in an
impairment of their ability to make payments, additional allowances may be required. Additionally, we have a
significant concentration of accounts receivable with our largest distributor, Graybar Electric Company, Inc. As of
June 30, 2003, Graybar accounted for 43% of our total accounts receivable. If Graybar's financial condition were to
deteriorate, resulting in their inability to make payments to us, it could have a material adverse impact on our financial
condition and results of operations.
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Sales Returns

We maintain allowances for estimated sales returns. While we have distribution agreements with our largest
distributors that limit the amount of sales returns on active products, we generally allow unlimited returns of products
that we discontinue. Accordingly, the timing and amount of revisions to our estimates for sales returns is largely
influenced by our decisions to discontinue product lines and our ability to predict the inventory levels of such
products at our largest distributors. Revisions to these estimates have the effect of increasing or decreasing the
reported amount of revenue in the period in which the revisions are made. We generally do not accept product
returns from our direct dealers unless the product is damaged.

Excess and Obsolete Inventory

We record our inventory at the lower of cost or market value. Our assessment of market value is determined
by, among other things, historical and forecasted sales activity, the condition of specific inventory items, and
competitive pricing considerations. When the assessed market value is less than the historical cost, provision is
made in the financial statements to write-down the carrying amount of the respective inventory items to market value.
If actual results are less favorable than our original assumptions for determining market value, additional inventory
write-downs may be required.

The above listing is not intended to be a comprehensive list of our accounting policies. See our audited
consolidated financial statements and notes thereto included in our Annual Report on Form 10-K for the year ended
December 31, 2002, which contains accounting policies and other disclosures required by generally accepted
accounting principles in the United States of America.

Results of Operations

The following table sets forth, for the periods indicated the percentage of total revenue represented by
certain revenue and expense items. The table and the discussion below should be read in conjunction with the
consolidated financial statements and notes thereto that appear elsewhere in this report.

Three Months Ended Six Months Ended
June 30, June 30

2003 2002 2003 2002
REVEINUE. ... 100.0 %  100.0 % 100.0 % 1000 %
Costof goods sold...............oooi 66.3 63.4 65.7 63.8
GIOSS MATZIN. ... iieciiie e 3.7 36.6 34.3 36.2
Operating expenses:
Engineering and product development...................... 5.0 6.0 5.6 5.8
Selling, general, and administrative.......................... 23.0 25.0 24.5 25.8

28.0 31.0 30.1 316

Operating iNCOME ... 5.7 5.6 4.2 4.6
Interest exXpense, NeL.........o.vvuiiriiiiiiiiiienie 0.3 0.3 0.2 0.3
Prefax inCOME. ..o i 5.4 5.3 4.0 4.3
INCOme tax eXPENSE ... 2.1 2.1 1.6 1.7
Income before change in accounting principle........... 3.3 3.2 2.4 2.6
Change in accounting principle....................o - - - (6.9)
Net income (I0SS) .. ...vviviree e, 33 % 32 % 2.4 % (4.3) %
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Quarter Ended June 30, 2003 Compared With Quarter Ended June 30, 2002
Revenue

Revenue for the three-month period ended June 30, 2003 totaled $10.2 million, an increase of 8.0%, from
revenue of $9.5 million for the same peried of 2002. Sales to our supply house customers accounted for
approximately $6.3 million of our total revenue during the second quarter of 2003 compared with $5.6 million in the
2002 second quarter. The increase in sales to our supply house customers in 2003 is principally related to sales of
our new STS telephone system that we introduced in January 2003. The STS product line is a full-featured telephone
system designed and priced to capture a larger portion of the small business telephone system market. While the
STS telephone system has been accepted well into the marketplace, sales of this product have had the effect of
reducing the level of sales of similar products that we sell through supply houses. We expect this trend to continue
as we focus our marketing efforts on the STS.

Sales through our infinite direct dealer program totaled $3.7 million for the most recent quarter compared
with $3.4 million for the same period a year ago. During 2003, we continued our program to focus on selling to fewer,
but larger and better-established, dealers who are more effective at selling our larger systems.

Gross Margin

Our gress margin was approximately $3.4 million and $3.5 million for each of the quarterly periods ended
June 30, 2003 and 2002, respectively. Our gross margin as a percentage of total revenue decreased to 33.7% during
2003 from 36.6% during 2002. The decrease in our gross margin percentage during 2003 is a direct result of the
product mix of 'sales to our supply house customers with a heavier emphasis of sales of our new STS telephone
system, which generates a lower overall gross margin percentage than most of our other products. In addition, our
gross margin percentage has declined during the first six months of 2003 as a result of our efforts to rationalize our
product lines and reduce inventory levels.

Engineering and Product Development

Engineéring and product development expenditures decreased slightly to $517,000 during the second
quarter of 2003 from $569,000 in the same period of 2002. We continue to invest in the development of our next
generation IP Key Telephone System, the convergence of and enhancements to our existing Key Telephone
Systems, and enhancements to our voice processing products.

Selling, General, and Administrative Expenses

Selling, general, and administrative expenses decreased slightly to $2.3 million in the second quarter of 2003
from approximately $2.4 in the second quarter of 2002.

Interest Expense

Interest expense decreased slightly to $27,000 during the second quarter of 2003 from $28,000 for the same
period a year aga.

Income Taxes

We provided for federal and state income taxes using an effective rate of 39.7% during the most recent
quarter compared with an effective rate of 39.5% in the same period in 2002.

Six Months Ended June 30, 2003 Compared With Six Menths Ended June 30, 2002
Revenue

Revenue for the six-month period ended June 30, 2003 totaled $19.3 million, an increase of 5.6%, from
revenue of $18.2 million for the same period of 2002. Sales to our supply house customers accounted for
approximately $11.3 million of our total revenue during the first half of 2003 compared with $10.4 million in the same
period of 2002. The increase in sales to our supply house customers in 2003 is principally related to sales of our new
STS telephone system that we introduced in January 2003. The STS product line is a full-featured telephone system

12




designed and priced to capture a larger portion of the small business telephone system market. While the STS
telephone system has been accepted well into the marketplace, sales of this product have had the effect of reducing
the level of sales of similar products that we sell through supply houses. We expect this trend to continue as we
focus our marketing efforts on the STS.

Sales through our infinite direct dealer program totaled $7.6 million for the first six months of 2003 compared
with $7.1 million the same period of 2002. During 2003, we continued our program to focus on selling to fewer, but
larger and better-established, dealers who are more effective at selling our larger systems.

Gross Margin

Our gross margin was approximately $6.6 million for each of the six-month periods ended June 30, 2003 and
2002. Our gross margin as a percentage of total revenue decreased to 34.4% during 2003 from 36.2% during 2002.
The decrease in our gross margin percentage during 2003 is a direct result of the product mix of sales to our supply
house customers with a heavier emphasis of sales of our new STS telephone system, which generates a lower overall
gross margin percentage than most our other products. In addition, our gross margin percentage has declined during
the first six months of 2003 as a result of our efforts to rationalize our product lines and reduce inventory levels.

Engineering and Product Development

Engineering and product development expenditures were approximately $1.1 million in the first six months of
2003 and 2002. We continue to invest in the development of our next generation IP Key Telephone System, the
convergence of and enhancements to our existing Key Telephone Systems, and enhancements to our voice
processing products.

Selling, General, and Administrative Expenses

Selling, general, and administrative expenses also remained constant at $4.7 million for the respective six
months periods of 2003 and 2002.

Interest Expense

Interest expense decreased slightly to $52,000 for the first six months of 2003 from $59,000 for the same
period a year ago.

Income Taxes

We provided for federal and state income taxes using an effective rate of 39.8% during the first half of 2003
compared with 39.7% for the same period of 2002.

Liquidity and Capital Resources

Our net working capital position was approximately $7.2 million at June 30, 2003 compared with $8.1 million at
December 31, 2002. We had a cash balance of $135,000 at June 30, 2003 compared with a cash balance of $1.1 million
at December 31, 2002. Factors that decreased our cash position during the first six months of 2003 included an
increase in accounts receivable of $625,000 and the pay down of accounts payable and accrued liabilities of $786,000
and $111,000, respectively. We also used approximately $242,000 during the first six months of 2003 for the purchase
of property and equipment and spent approximately $2.1 million for the repurchase of stock pursuant to our self-
tender offer. Sources of cash included positive income from operations, reductions in inventory of $222,000 and
other current assets of $160,000, and the receipt of a $300,000 income tax refund. During the first six months of 2003,
we also borrowed $487,000 on our revolving line of credit and $1.0 million on our term loan.

Our accounts receivable days sales outstanding, calculated on a quarterly basis, were approximately 64 days
as of June 30, 2003 compared to 70 days as of December 31, 2002. The timing of payments received from our largest
distributors and the linearity of our revenue streams during the quarter significantly influence our days sales
outstanding and our liquidity. Our twe largest distributors comprised 57% of our total accounts receivable as of June
30, 2003 and 43% as of December 31, 2002. An increase in concentration from our two largest distributors generally
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has the effect of increasing our days sales outstanding while a more linear revenue stream during the quarter has the
effect of reducing our receivable days sales outstanding.

Our inventory turnover, measured in terms of days sales outstanding on a quarterly basis, was 71 days as of
June 30, 2003 compared to 87 days as of December 31, 2002. The decrease in inventory days outstanding is a direct
result of a higher volume of sales in the second quarter 2003 compared with the fourth quarter of 2002 and our efforts
to rationalize our product lines. We expect our inventory turnover to improve as we continue to rationalize our
product lines.

Trade payables and accrued liabilities, including payables to third-party and related-party manufacturers,
were approximately $5.9 million as of June 30, 2003 compared with $6.8 million as of December 31, 2002. The level of
our trade payables and accrued liabilities between periods is largely influenced by the timing of payments we make to
our largest suppliers for inventory items and payments to cover payroll and customer rebates. We generally pay
trade payables within 45 days from the invoice date, except for payments to our largest supplier, which are 60 days
from the invoice date.

We had a $15.0 million credit facility with General Electric Capital Corporation that expired in April 2003. The
line of credit bore interest at 2.5% over the 30-day commercial paper rate. Advances under the line of credit were
based upon eligible accounts receivable and inventory of our wholly owned subsidiary Vodavi Communications
Systems, Inc., and were secured by substantially all of our assets. The revolving line of credit contained covenants
that are customary for similar credit facilities and also prohibited our operating subsidiaries from paying dividends to
our Company without the consent of GE Capital. :

In April 2003, we entered into a credit agreement with Comerica Bank-California of a size that is more
reflective of the current capital requirements of our business. The credit agreement establishes a $5.0 million
revolving line of credit and a $1.0 million term loan. Advances under the credit facility are based upon eligible
accounts receivable and inventory of our wholly owned subsidiary Vodavi Communications Systems, Inc. and are
secured by substantially all of our assets. The credit facility contains covenants that are customary for similar credit
facilities and also prohibits our operating subsidiaries from paying dividends to our Company without the consent of
Comerica.

The $5.0 million revolving line of credit bears interest at Comerica’s prime rate, or 4.0% at June 30, 2003, and
requires monthly payments of interest only with all unpaid principal and accrued interest due at its expiration in April
2005. If we are unable to reduce the principal balance on the line of credit to zero for at least thirty consecutive days
during any fiscal year, then any remaining balance will be converted into a term loan, or term balance, as defined in
the agreement. In addition to interest on the term balance, we will be required to make monthly payments of principal
in an amount sufficient to fully amortize the term balance over a thirty-six month period.

The $1.0 million term loan was available to us only for the purpose of acquiring our common stock.
Advances on the term loan bear interest at Comerica’s prime rate plus 0.5%, or 4.5% at June 30, 2003. In addition to
interest on the term loan, we will be required to make monthly payments of principal in an amount sufficient to fully
amortize the term loan over a sixty-month period with all unpaid principal and accrued interest due in thirty-six
months, or by June 2006.

In May 2003, we commenced a self-tender offer to purchase up to 1,000,000 shares of our common stock for
$2.40 per share. On June 13, 2003, we repurchased 829,199 shares of our common stock at $2.40 per share pursuant to
the tender offer. The purchase price of approximately $2.1 million, which includes offering costs of approximately
$73,000, is recorded as reductions to common stock and additional paid in capital in the accompanying consclidated
balance sheet as of June 30, 2003. The repurchase was funded through advances on our revolving line of credit and
term loan.

We have no special purpose entities or off balance sheet financing arrangements, commitments, or
guarantees other than certain long-term operating lease agreements for our office and warehouse facilities and short-
term purchase commitments ta our third-party suppliers. The following table sets forth all known commitments as of
June 30, 2003 and the year in which those commitments become due or are expected to be settled (in thousands):
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Accounts

Credit Facility Payable &
Operating and Purchase Accrued
Year Leases Term Loan Commitments Liabilities Total
2003 $ 548 b 587 $ 5,391 b 5,865 $ 12,391
2004 1,095 200 - - 1,295
2005 881 200 - - 1,081
2006 818 500 - - 1,318
2007 785 -- - - 785
Thereafter 3142 - -- - 3.142
Total $ ___7.269 $ 1487 $ 5301 $ 5865 $ 20012

From time to time we are subject to certain asserted and unasserted claims encountered in the normal course
of business. We believe that the resolution of these matters will not have a material adverse effect on our financial
position or results of operations. We cannot provide assurance, however, that damages that result in a material
adverse effect on our financial position or results of operations will not be imposed in these matters.

We believe that our working capital and credit facilities are sufficient to fund our capital needs during the
next 12 months. Although we currently have no acquisition targets, we intend to continue to explore acquisition
opportunities as they arise and may be required to seek additional financing in the future to meet such opportunities.

International Manufacturing Sources

We currently obtain a substantial majority of our products under various manufacturing arrangements with
third-party manufacturers in South Korea and Thailand, including LGE who owns approximately 25% of our
outstanding common stock. We face risks associated with international manufacturing sources. For a more detailed
discussion of these risks, please see Item 1, “Special Considerations” included in our annual report on form 10-K for
the year ended December 31, 2002.

Impact of Recently Issued Standards

In 2001, the FASB issued SFAS No. 141, Accounting For Business Combinations, and SFAS No. 142, Goodwill And
Other Intangible Assets. These statements modified accounting for business combinations after June 30, 2001 and
affected the Company’s treatment of goodwill and other intangible assets effective January 1. 2002. The statements
require that goodwill existing at the date of adoption be reviewed for possible impairment and that impairment tests
be performed at least annually, with impaired assets written-down to fair value. Additionally, existing goodwill and
intangible assets must be assessed and classified consistent with the statements’ criteria. Intangible assets with
estimated useful lives will continue to be amortized over those periods. Amortization of goodwill and intangible
assets with indefinite lives will cease.

The Company determined that upon adoption of these statements on January 1, 2002, the $1.6 million carrying
amount of the goodwill as of that date was impaired. The goodwill impairment was recognized in 2002 as a change in
accounting principle, net of $375,000 of income taxes.

In October 2001, the FASB issued SFAS No. 144 "Accounting for Impairment or Disposal of Long-Lived Assets”.
SFAS No. 144 addresses financial accounting and reporting for the impairment or disposal of long-lived assets. This
statement also extends the reporting requirements to report separately, as discontinued operations, components of
an entity that have either been disposed of or are classified as held-for-sale. We adopted the provisions of SFAS No.
144 effective January 1, 2002. The adoption of this statement did not have any impact on our financial condition or
results from operations.
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In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities.”
SFAS No. 146 requires companies to recognize costs associated with exit or disposal activities when they are
incurred rather than at the daie of a2 commitment o an exit or disposal plan. SFAS No. 146 replaced EITF Issue No.
94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring),” and applies to exit or disposal activities initiated after December 31, 2002.
The requirements of SFAS No. 146 will not be required unless and until the Company has a future exit or disposal
activity.

In November 2002, the FASB issued FASB Interpretation Number 45, “Guarantor’'s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantee of the Indebtedness of Others”. This Interpretation
elaborates on the disclosures to be made by a guarantor in its interim and annual financial statements about its
obligations under certain guarantees that it has issued. It also clarifies that a guarantor is required to recognize, at
the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee. The
initial recognition and initial measurement provisions in this interpretation apply to guarantees issued or modified
after December 31, 2002. We have adopted the disclosure provisions of this interpretation.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensations - A Transition and
Disclosure - an Amendment to SFAS No. 123." SFAS No. 148 amends SFAS No. 123, “Accounting for Stock-Based
Compensation”, to provide alternative methods of transition for an entity that voluntarily changes to the fair value
based method of accounting for stock-based employee compensation. It also amends the disclosure provisions of
that Statement to require prominent disclosure about the effects on reported net income of an entity’s accounting
policy decisions with respect to stock-based employee compensation. Finally, this statement amends APB Opinion
No. 28, “Interim Financial Reporting”, to require disclosure about those effects in interim financial information. We
have adopted the disclosure requirements of SFAS No. 148 as of December 31, 2002.

CAUTIONARY STATEMENT REGARDING FORWARD LOOKING STATEMENTS

This report contains forward-looking statements, including statements regarding our business strategies, our
business, and the industry in which we operate. These forward-looking statements are based primarily on our
expectations and are subject to a number of risks and uncertainties, some of which are beyond our control. Actual
results could differ materially from the forward-looking statements as a result of numerous factors, including those
set forth in our Form 10-K for the year ended December 31, 2002, as filed with the Securities and Exchange
Commission.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We do not participate in any activities involving derivative financial instruments or other financial and commodity
instruments. We.do not hold investment securities that would require disclosure of market risk. Our market risk
exposure is limited to interest rate risk associated with our credit facility. We incur interest at a variable rate of prime
on advances made under our revolving line of credit and prime plus 0.5% on our term loan. At June 30, 2003 we had a
term loan balance of $1.0 million and had outstanding borrowings on the line of credit of approximately $487,000.

ITEM 4. CONTROLS AND PROCEDURES

We have evaluated, with the participation of our Chief Executive Officer and Chief Financial Officer, the effectiveness
of our disclosure controls and procedures as of June 30, 2003. Based on this evaluation, our Chief Executive Officer
and Chief Financial Officer have each concluded that our disclosure controls and procedures are effective to ensure
that we record, process, summarize, and report information required to be disclosed by us in our quarterly reports
filed under the Securities Exchange Act within the time periods specified by the Securities and Exchange
Commission’s rules and forms. During the quarterly period covered by this report, there have not been any changes
in our internal controls over financial reporting that have materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting.

16




PART I - OTHER INFORMATION

Item 1. Legal Proceedings
Not applicable.

Item 2. Changes In Securities and Use of Proceeds
Not applicable.

Item 3. Defaults Upon Senior Securities
Not applicable.

Item 4. Submission of Matters to a Vote of Security Holders
Not applicable.

Item 5. Other Information
Not applicable.

Item 6. Exhibits and Reports on Form 8-K
Exhibits:

Exhibit 31.1 -- Certification of Chief Executive Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a),
promulgated under the Securities Exchange Act of 1934, as amended.

Exhibit 31.2 -- Certification of Chief Financial Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a),
promulgated under the Securities Exchange Act of 1934, as amended.

Exhibit 32.1 -- Certification of Chief Executive Officer pursuant to 18 U.5.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Exhibit 32.2 -- Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Reports on Form 8-K:

On April 29, 2003, the Registrant filed a Form 8-K reporting the financial results of its first quarter of
fiscal 2003.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

VODAVI TECHNOLOGY, INC.

Dated: ‘ July 25, 2003 /s/ Gregory K. Roeper
Gregory K. Roeper
President and Chief Executive Officer
(Principal Executive Officer)

Dated: July 25, 2003 /s/ David A. Husband
‘ David A. Husband
Chief Financial Officer and Vice President - Finance
(Principal Financial and Accounting Officer)
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Exhibit 31.1

CERTIFICATION

I, Gregory K. Roeper, certify that:

L.

5.

I have reviewed this quarterly report on Form 10-Q of Vodavi Technology, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting {as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal conirol
over financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that nvolves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

Date: July 25, 2003

s/ Gregory K. Roeper
Gregory K. Roeper
President and Chief Executive Officer
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Exhibit 31.2
CERTIFICATION
I, David A. Husband, certify that:
L. I have reviewed this quarterly report on Form 10-Q of Vodavi Technology, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state

a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢ Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who
‘have a significant role in the registrant’s internal control over financial reporting.

Date: July 25, 2003
/s/ David A. Husband
David A. Husband
Chief Financial Officer and Vice President — Finance
(Principal Financial and Accounting Officer)

20




CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Vodavi Technology, Inc., (the “Company”) for the
quarterly period ended June 30, 2003 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Gregory K. Roeper, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C.
§ 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

oy The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Actof 1934 (15 U.S.C. 78m(a) or 780(d)); and

(@) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

s/ Gregory K. Roeper

Gregory K. Roeper

President and Chief Executive Officer
July 25, 2003
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1359,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Vodavi Technology, Inc., (the "Company”) for the
quarterly period ended June 30, 2003 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, David A. Husband, Chief Financial Officer and Vice President - Finance, of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1)~ The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
-~ Actof 1934 (15 U.S.C. 78m(a) or 780(d)); and

(2) . The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

{s/ David A. Husband

David A. Husband

Chief Financial Officer and Vice President — Finance
(Principal Financial and Accounting Officer)

July 25, 2003
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CORPORATE PROFILE

REVOLUTIONIZING THE WAY

OUR CUSTOMERS COMMUNICATE

For 20 years, Vodavi has been designing, manufacturing and
supporting an extensive line of hardware and software products
to meet our customers’ evolving telecommunications needs.
The result is a full family of solutions ranging from affordable
digital communications systems to in-building wireless, voice
processing/unified messaging, commercial grade telephones,

compurter and [P telephony products.

Vodavi primarily serves the needs of businesses with less than
200 employees, which is the fastest growing business sector, and
'comprises over 90% of U.S. businesses. By focusing on

this market segment, Vodavi is able to deliver targeted
applications that meet quality, reliability, flexibility and
budgetary requirements.

Our dedication to providing superior products and outstanding
customer service has garnered Vodavi numerous product
achievement awards and allowed Vodavi to solidify its position
as one of the top ten suppliers of key relephone systems in

the United States. In fact, we curtently hold approximately
6.1% market share in the key telephone system market, which
represents an industry total of over 175,000 systems per year.
This ranks Vodavi as the number seven manufacturer of key

telephone systems in the industry.!

1 Source, The Eastern Managemient Group, Monitor, KTSiHybrid System Market Share Report, Q4 2002.

MEETING THE DEMANDS OF A NEW CENTURY
A virtual transformation within the telecommunications
industry is upon us. The Internet is changing the way

businesses communicate, service, and support their customers.
Organizations need to be networked and interconnected. Vodavi
is bringing solutions to market that meet these needs today,
while ensuring their viability into the future.

As the market for integrated IP telephony platforms and other
next generation solutions unfold, Vodavi is poised to meet our
customers’ changing needs. For our customers who desire to
move completely into the IP Telephony realm today, we offer

a complete IP system that supports 64 stations (soon to

expand to 300 stations) with the same robust feature set that
our traditional systems have offered for yeats. For those
customers who wish to migrate their systems to IP Telephony as
the market continues to evolve, we have and continue to
[P-enhance our traditional product lines to provide assurance

that equipment investments made today will maintain their

value over time.

Our business model consists of three distribution channels.
We sell our products to interconnect companies though
wholesale distributors both nationally and internationally.
We also sell our products to dealers who in-turn sell divectly
to end-users. Third and most recently, we bave added a
direct sales office that sells our products dirvecily fo end-users

in the Phoenix Metropolitan area.




CORPORATE HIGHLIGHTS

2002

Focusing on the future, the Company aggressively introduces several new products for business customers to immediately implement
to reduce the rising costs of communicarions. Notably, the Company makes a solid entrance into the P telephony world by
introducing products geared towards helping businesses gain network efficiencies along with reduced long distances costs. A LAN-
based communications system is available to allow customers to utilize their [P data network for processing all voice communications
applications. Also, a non-proprietary gateway that lets businesses add VolP connectivity to any existing telephony system for
communicating with other VolP enabled devices is marketed. Aware of the ongoing need for improved digital communications
systems, a highly-popular eXpandable telephone system is launched. In fact, Communications Solutions™ magazine quickly honors
this digital.system with a 2001 Product of the Year Award noting it the most interesting and innovative product in the Business
Phone System category. Dealers zealously start accepting the completely redesigned new family of five infinite executive phones with
added one-touch functionality and complete CTI capability. Additional product-related releases include revamps to the Company’s
high-end voice processing system allowing it to support LAN-based functionality. In addition, the Company’s school module that
utilizes the Windows-based voice processing system earns high marks in that segment by updating this auromated information system

to help manage communications within a school environment.

Seizing upon the opportunity to enable the Company to more directly understand dealer challenges and improve new product
development and testing efforts, the Company acquires an Arizona-based dealer and subsequently renames the division, Vodavi
Direct. Addressing the need for improved, larger warehouse facilities and more efficient use of office space, the Company moves

to its new headquarters facility in Phoenix.

2001

A leading provider of small- to medium-sized business communications solutions, the Company unveils several highly anticipated
new products. Most excitedly, the Company successfully launches an eXpandable Telephone System with a stackable architecrure
concept. This award-winning product provides business customers with a system that preserves capital investment by adding to their
system rather than replacing it as business needs adjust. Dealers also benefit because this single system meets the majority of their
customer needs and also contains enhancements that provide operational efficiencies as well as faster installation and maintenance.
The Company also adds next generation Networking capability to its core line of telecommunications systems. For smaller businesses
wanting access to the same communications efficiencies as larger organizations, yet at a more economical price, the Company adds
to its portfolio an entry-level 4-port analog voice mail system, extends its ACD product line with a real-time ACD reporting soft-
ware package and debuts a first-party call control software solurion that lets PC users integrate their telephone with popular contact
management software for outbound dialing and visual screen pops. The Company also focuses on continued development of Internet
Telephony-related products, including the unveiling of a new integrated VoIP card and a non-proprietary VoIP gateway that allows
customers to extend the value of their Vodavi phone systems and cash-in on the advantages of reduced toll charges. Understanding
the importance of migrating to a next generation [P Telephony switch, the Company aggressively pursues this effort for a new
IP-based product to be released in 2002.

2000

Taking digital telephony to a new level, the Company enhances its Digital System Platform with Emergency 911 Alert, ISDN
compatibility and a host of new user productivity features. New award-winning products are brought ro market including a new
interactive Large Screen display phone, a larger digital hybrid system supporting 144 station plus a T1, and a single Jine Caller ID
business telephone. The Company also continues pro‘vidin‘g leading-edge CTI solutions with new upgraded versions of PC Phone
and Discovery ACD.

1999

Continuing on the development of application=specific product solutions; the Company’s product development efforts result in a number of
successful producr introductions. Most notably, digitally integrated voice mail capabilities are added to the digital communications systems,
offering powerful capabilities on an efficient, cost-effective platform. Call centers continue to be a focus of the Company's efforts with the
introduction of a Windows-based ACD reporting and management tool. A digitally integrated wireless handser is introduced to provide an
affordable in-building wireless solution for mobile workers. In addition, the Company introduces its Internet Telephony Gateway, which
provides an effective method of nerworking branch office communication systems together via the Internet to take advantage of the
cost-savings resulting from toll-bypass. Speech recognition as well as Web-based IVR application capabilities are added to the Company’s

IVR product offering.

1998

As the product lines become more sophisticated, the Company launches an aggressive distribution channel endeavor with the introduction
of 4 new digital system platform. Leveraging the breadth of the established supply-house distribution channel, authorized dealers which
meet the Company’s profile and requirements are selected to resell the product. Call Center applications become the core of the Company's

- development efforts. Powerful IVR applicarions are deployed at dozens of high profile customer sites. Internet messaging, Internet

networking and unified messaging applications are added to the Company'sNT’—b’a,sed voice mail system.
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